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Introduction 


No to Recession and Unemployment created a sensation in Brazil and 
immediately became a best seller. Furtado is perhaps the best 
known and most respected economist in Brazil. He was Plan- 
ning Minister in the early 1960s under President Joao Goulart 
and drew up the Goulart government’s Three Year Plan. 
Because he was the first major national figure to pay attention to 
the problems of the neglected North-East, and was the first 
superintendent of SUDENE, (the agency set up to promote the 
development of the North-East), Furtado became almost a 
legendary personality in the 1960s. But probably the main 
reason for the current popularity of his book in Brazil is that it 
says, from a position of authority, two things: first, “we must 
break away from the guardianship of the International Mone- 
tary Fund’ (p 3); and second, ‘it is up to the debtor country to 
declare a unilateral moratorium and to inform its private 
creditors of the new conditions it is offering’ (p 5). 

The IMF is now more universally unpopular in Brazil than it 
has ever been, and with good cause. The IMF, that stern 
-upholder of fiscal discipline, is currently engaged in making the 
Third World pay for the fiscal irresponsibility of the Reagan 
Administration, especially its escalating expenditures on 
weapons. That, at least, is one possible interpretation of what it 
is doing. What is certain is that, in the face of the crisis in the 
world capitalist system, the major powers and the international 
agencies they control are doing their utmost to shift the burden 
of adjustment from their own banks and taxpayers onto those 
who can least afford to bear it: the poor in the Third World. 

The US deficit is driving up interest rates and therefore the 
burden of debt servicing. At the same time the banks have 
drastically cut back lending to the Third World. Protection and 
shrinking markets in the creditor countries are making it 
impossible for the debtor countries to increase their earnings 
from exports significantly. They are therefore having to make 
Savage cuts in their imports. Before the banks will negotiate 
rescheduling arrangements, they insist that governments reach 





| 














Vil 


Vill No to Recession and Unemployment 


agreement with the IMF on programmes of ‘adjustment’. These 
austerity programmes are based on measures whose weight falls 
mainly on the poor. 

The Fund has, throughout its history, promoted a rigid form 
of neo-classical orthodoxy. This has made it unpopular with 
many governments which are far from left-wing. The central 
requirement of the IMF’s programmes is a limitation on the 
expansion of credit. Its universal prescription for balance-of- 
payments problems is a combination of deflation and devalua- 
tion. Because these are free market remedies and the IMF is 
unwilling to contemplate any selective control of imports, the 
degree of deflation required to reach a given balance-of- 
payments target is more severe than it might otherwise be. In 
addition, its sub-ceilings on credit to the public sector and the 
cuts in government deficits which it normally demands, 
generally imply cuts in public expenditure and particularly in 
expenditures for social purposes, to which the IMF attaches low 
priority; increasing taxation is variously said to be ‘more 
difficult’ or too damaging to the private sector. Great impor- 
tance is attached to the reduction of subsidies and to wage cuts; 
thus, the IMF’s demand for a 20 per cent cut in real wages in 
Brazil threatened to cause a constitutional crisis in 1983. Since 
many subsidies, especially subsidies on basic food and public 
transport, are of importance to the poor, their removal is one of 
the most unpopular of the IMF’s prescriptions and has been 
responsible for the now famous phenomenon of ‘IMF riots’, for 
example, in Egypt in 1977, and more recently in Tunisia and 
Morocco. 

When, during the 1970s, some Third World governments 
had access to foreign private bank loans on an unprecedentedly 
large scale, most of them deliberately eschewed borrowing from 
the Fund in order to escape from its deflationary medicine. One 
of the few exceptions was the Pinochet regime in Chile, whose 
extreme adherence to Chicago School orthodoxy secured a 
harmonious relationship with the Fund, although even the 
Pinochet regime baulked at the extent of the wage cuts 


demanded by the IMF. The Brazilian military dictatorship was _ 


\ 
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among the governments that put off making ‘high conditional- 
ity’ drawings from the IMF until it had no other option. In the 
late 1970s there were net repurchases of the Fund’s resources: in 
other words, repayments of past loans exceeded new drawings. 
In reaction to this loss of clients, the IMF’s Board in 1979 
actually issued a guideline stating that the Fund’s conditional- 
ity should take account of the domestic, social and political 
goals ofits members. But this greater ‘flexibility’ implied no real 
change of policies, merely some diminution in their severity, 
) and was in any case short-lived. After the second oil price rise in 
| 1979, the Fund’s managing director stated his intention not to 
/react to it by providing low-conditionality resources, as was 
done after the first oil ‘shock’ with the Oil Facility, but by 
‘lending in high conditionality ‘upper tranches’. The private 
/ banks in turn began to demand that governments obtain the 
IMF’s seal of approval before they would agree to rescheduling 
/ or new lending. 

The ability of many Third World governments to escape 
Fund conditionality and carry on growing during the 1970s 
was, of course, based on their access to borrowing from the 
private banks. Average rates of growth in the Third World were 
‘considerably higher during this period than they were in the 
developed countries, which had embarked on recession before 
| 1973 and which reacted to the 1973 oil price rise by a further 
| bout of deflation. Between 1973 and 1981 the OPEC govern- 
ments accumulated very large surpluses. They put them mainly 
| into the New York and other private commercial banks. The 
| banks in turn, unable to find sufficient profitable outlets in the 
industrialised countries, found what they called a ‘sinkhole’ for 
| the money in the Third World and some East European 
countries. 

The lending was highly concentrated in the better-off Third 
| World countries. By the end of 1981, according to OECD 
| Statistics,’ the total recorded debt of developing countries was 
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US$180 billion; of that amount, US$114 billion was accounted 
for by the so-called NICs (newly-industrialising countries), 
including US$73 billion for Brazil and Mexico alone; a further 
US$24 billion was lent to some oil-exporting countries, US$37 
billion to ‘middle income’ countries, and only US$5 billion to 
‘low income’ countries. The finance ministers of some favoured 
countries were pursued by bankers down the corridors at 
international meetings and a few of them are said to have found 
their attentions excessive; ‘Just sign on this napkin’, the 
salesmen/bankers are said to have said, at the parties at which 
they lavishly entertained the politicians. The money came 
without strings. Interest rates for Third World borrowers were, 
until 1979, low and at times negative, or below the cost of 
inflation, and the capital itself was eroded by the then high rates 
of inflation in the creditor countries. The money appeared to be 
virtually costless. 

There is some debate about whether it was well used. Most of 
the borrowing was used to finance the current account deficits of 
the public sector. But there is no doubt that much ofit went into 
the consumption of elites and that much of it was also sent 
abroad by those elites, to Miami, Swiss bank accounts, and so 
forth. This was particularly clear in the case of Chile, Argentina 
and Mexico. The case of Brazil is perhaps more complex; 
capital flight seems to have been less than elsewhere. Suppor- 
ters of the military government argue that Brazil used the 
money more than other Latin American countries to invest in 
development projects; but it is also possible to be critical of 
many of these projects, as Furtado is. Furtado also argues that 
the investment should have been financed from internal savings 
toa greater extent and that borrowing from the banks was a ‘soft 
option’ with dangerous implications for Brazil’s external 
dependence, as he correctly foresaw. Of course if adjustment 
had taken place under IMF conditionality it would have 
imposed sacrifices not on the elites, but disproportionately on 


Development Cooperation, Efforts and Policies of the Members of the Development 
Assistance Committee, 1982 Review, November 1982. 
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the poor, principally by demanding cuts in government expen- 
ditures and also by reducing employment and wages, and 
would no doubt have choked off growth as well. When Mexico 
belatedly imposed exchange controls and nationalised its 
banks, thus stopping the haemorrhage to Miami, it was not at 
the behest of the IMF, to which such measures are anathema. 

Apart from some lone warnings such as Furtado’s, the 
process was accompanied by an amazing degree of self- 
congratulation, most of all by the banks themselves. The 
‘successful’ recycling of petrodollars was billed as a triumph for 
the virtues of the free market. Walter Wriston, chairman of 
Citibank and arch-ideologue of the banks, told Anthony 
Sampson in 1980 that: ‘It was the greatest transfer of wealth in 
the shortest time frame and with the least casualties in the 
history of the world’,? and the authorities in the developed 
countries joined the chorus of praise. The Brandt Report® 
pointed out that the recycling had saved many jobs in exporting 
industries in the developed countries. It was seen as a mark of 
the resilience of the capitalist system. 

But then, at the end of 1978, the US authorities took fright at 
the pressures on the dollar, decided that something must be 
done about the US balance-of-payments deficit, and took action 
to raise interest rates. They were followed by the adoption of 
tight money policies throughout the developed countries to 
damp down inflationary pressures. After 1980, Reaganomics 
took over; the dramatic increase in interest rates has been 
described as the ‘Reagan interest rate shock’. Average interest 
rates were 7 per cent in 1975 and 18 per cent in 1981. According 
to the Wall Street Journal (2 March 1981), because of the rise in 
interest rates at the end of 1979, Third World debt service 
charges rose by US$7.5 billion, which is considerably more 
than, for example, total lending from the World Bank in that 
year. And according to Furtado, the rise in interest rates 


* Quoted in Anthony Sampson, The Money Lenders—Bankers in a Dangerous World, 
London: Hodder and Stoughton, 1981. 

° North-South: a programme for survival, (The Report of the Brandt Commission) 
London: Pan Books, 1980. 
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together with the deterioration in Brazil’s terms of trade cost 
Brazil more than US$40 billion in the years 1979-82 (p 26). 
Interest rates have remained at historically unprecedented 
levels, with a slight dip in 1983. The main reason for the current 
renewed rise in interest rates is that the United States has 
fuelled its growth with massive balance-of-payments and budget 
deficits. The banks have stopped lending to the Third World 
and are lending to the US government instead. Paul Volcker, 
Chairman of the US Federal Reserve Board, while warning 
early in 1984 against too great a reliance on lending by 
foreigners, has kept interest rates high in order to control 
inflation. It is, as the French Finance Minister Jacques Delors 
put it, an ‘egocentric’ policy. 

In the summer of 1982, Mexico declared that it could not 
meet payments on its US$83 billion debt. The crisis rapidly 
became generalised. Brazil, up to and beyond the Mexican 
crisis in the summer of 1982, was being congratulated by 
bankers for the ‘good management’ of its debt. In 1980 the 
military government had responded to Furtado’s warnings on 
the impending crisis by quoting congratulatory remarks by its 
bankers (p 27). It has been argued that the banks deliberately 
precipitated and generalised the crisis by for example demand- 


| 
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ing the repayment of short-term credits which are normally ~ 


rolled over (in much the same way as bank overdraft facilities 
are), and that their purpose in doing so was to get themselves 
bailed out by their governments and central banks. 

The rationality of the banks’ behaviour, if rationality there is, 
can only be seen in this light. In any other terms their actions 
appear astonishingly short-sighted. It is tempting to put this 
down to their failure to understand the nature of the problems 
they are causing. But no doubt they have made a more 
hard-headed calculation that their chances of getting their 
money back are remote, and meanwhile they might as well 
extract the last ounce of flesh from the Third World. By 1983 the 
banks were not lending enough even to cover interest payments 


to themselves and the net outflow of private, mainly bank, funds 
from the developing countries was US$21 billion, which even | 
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AW Clausen, President of the World Bank, described as 
‘premature’.* ‘Nobody ever became a banker to become popu- 
lar’, said Anthony Harris in the Financial Times (London) (10 
February 1983), ‘but I would hate to change places with one 
now; it must be like having a bad case of halitosis ... There 
would indeed be something deeply offensive about the current 
spectacle of bankers boasting about the profits they make out 
of rescheduling, if one seriously believed that the debts would 
ever be repaid in full’. The banks have been charging interest at 
rates higher and higher above Libor (the London inter-bank 
offered rate), supposedly in recognition of the risks they are 
taking, and they also charge fees for rescheduling. Their profits 
have remained at historically high levels and they are now 
rising. US banks paid out ten per cent more in dividends in 1983 
than they did in 1982. Early in 1984 British banks also declared 
much increased profits, in spite of making greater provision for 
bad debts; indeed, their profits were such that they were 
considered a candidate for an extra £1 billion of taxation by the 
Thatcher government, in its March 1984 budget. 

In their extraction of profits from the Third World the banks 
are, of course, being assisted by the IMF. The debt crisis has, up 
to now, been dealt with by a series of ad hoc arrangements 
involving a combination of Fund standby arrangements, 
rescheduling and ‘forced’ new lending by the banks, bridging 
loans from the BIS (Bank for International Settlements, the 
central bankers’ bank) and the US government, and, some- 
times, loans from the World Bank. Acceptance of Fund condi- 
tionality has been a compulsory part of the packages. The IMF 
has made no statement in public that the burden of debt- 
servicing is too high or should be diminished in any way. Its 
officials, when asked for a reason for their silence, merely say 
they ‘have no mandate to do so’, which does not stop them 
pronouncing on all kinds of other questions, including, for 
example, the need for a continuation of deflationary policies 
throughout the world. Jacques de Larosiére, Managing Direc- 


4 Financial Times (London) 27 January 1984. 
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tor of the Fund, in response to a proposal at one of his press 
conferences at the 1983 IMF/World Bank annual meetings in 
Washington that the banks should convert their debt into 
longer-term debt and invest in the growth of productive 
capacity in the debtor countries, in order to convert their 
worthless assets into something that was worth something, 
merely asked derisively whether the questioner had any plan for 
where the money was to come from. 

De Larosiére and other Fund officials, when asked whether 
they do not consider that the burden being placed on the poor in 
the Third World is too great, invariably answer, as if their 
questioners were merely naive, “There is no alternative’. In fact 
it is obvious that there are many alternatives. By the spring of 
1984, alternatives were indeed being discussed by the 
authorities in the advanced countries themselves, including 
Paul Volcker and Martin Feldstein, retiring chairman of 
Reagan’s Council of Economic Advisers. They apparently 
feared that the latest round of interest rate increases, which 
were adding several hundred million dollars to the interest bill 
of the debtor countries, would also add to the ‘growing 
reluctance among major borrowers such as Argentina to accept 
economic stagnation as the price of new finance’.® These fears, it 
is said, are causing the authorities to question the IMF’s ‘short 
leash’ policies, while, at the same time, striving to ensure that 
the IMF retains its credibility as dispenser of ‘seals ofapproval’. 

In fact, it is obviously open to the Fund, within its own 
orthodoxy, to set credit ceilings, government borrowing targets, 
inflation targets, and targets for wage cuts, which are less harsh. 
If this resulted in a lower trade surplus, the implication would 
be that the banks, the BIS, the US government, the World 
Bank, or somebody, would have to lend more, or debt servicing 
would be held up a bit longer. It is in theory the Fund which, by 
negotiating the programme on which its ‘seal of approval’ is 
based, determines how big the gap is between what govern- 
ments owe and how much they can be made to pay. 


° “The pressures mount for a new initiative’, Financial Times (London) 10 May 
1984. 
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The debtor governments did not go to the IMF, as Furtado 
makes plain in the case of Brazil (pp 3—4), because they sought 


_ its ‘help’, but only because the banks would not reschedule their 
_ debts if they refused. Thus the talk of the IMF ‘helping’ or 
_ ‘rescuing’ the debtors makes little sense. Governments held out 
_ against the IMF as long as possible, knowing its involvement 


would only increase their difficulties. The money that the IMF 
can offer is derisory compared to the needs: ‘‘‘Why should 
Mexico turn to the IMF?”’, a senior government official asked 


rhetorically in Mexico City... “Our IMF quota is SDR 800m 


($900m). So what could we borrow? $2bn or $3bn spread out 
over three years? $2bn is what we need to borrow each month this 
year to meet our gross borrowing needs of $25bn. Politically the 
IMF remains taboo in this country and it is not worth the 
political pain of explaining an approach to it for one month’s 
money’ (Financial Times (London) 11 June 1982). But Mexico” 
went to the IMF, a month or so later. Brazil went through every 
possible contortion to avoid going to the IMF until after its 
November 1982 elections, with the help of a loan from the US 
government, which was clearly also concerned about the 
potential effect of an IMF agreement on the result of the 
elections. By May 1984, the new, democratically elected, 
Alfonsin government in Argentina, elected at the end of 1983, 
had still not made an agreement with the IMF. In Nigeria, the 
US government withheld some $70 million of credit for wheat 
purchases promised to the previous civilian government ‘speci- 
fically until the new government had reached agreement with 
the IMF’, according to Nigeria’s Foreign Minister (Financial 
Times (London) 19 March 1984). 

There is no doubt at all that the Fund’s programmes are 
extremely harsh. The target in which the banks are most 
interested is the trade surplus out of which net payments to the 
banks are to be made. All the big debtors have by now achieved 
such surpluses. It is impossible for them to increase their 
exports very much, however much they struggle to divert 
production from local consumption to exports. In relation to the 
price of manufactured goods, the prices of the developing 
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countries’ main commodity exports, apart from oil, were lower 
in 1982 than at any time since World War II and not much more 
than half what they were at their peak in 1950; they fell by 7 per 
cent in, 1981 and by 12 per cent in 1982. Markets for 
manufactured exports in the developed countries have shrunk 
because of the recession and, in addition, protection has become 
widespread. Brazil is conducting a running battle with the 
United States authorities on how much steel it is to be allowed 
to be exported to the United States, with US companies 
demanding protection; in April 1984 Brazil was forced to cut its 
steel exports. It is also under pressure from the US government 
to restrict its arms exports to the Middle East, including Libya. 
Therefore, Brazil’s 1983 surplus was achieved by cutting its 
imports more than twice as much as it could increase its exports, 
and other debtor countries have had to cut their imports by as 
much as a third. 

As has been said, the IMF’s prescriptions for achieving 
import cuts rely on severe overall deflation. There have, 
therefore, been catastrophic declines in investment in most of 
the debtor countries. According to Furtado and other Brazilian 
commentators, the destruction of some sectors of Brazilian 
industry may become irreversible. The international financial 
agencies, with their ideology of comparative advantage, have, 
in any case, scant regard for the attempts of Third World 
countries to build an independent integrated industrial struc- 
ture; thus, Furtado says (p 4): ‘Brazil is being asked to 
dismantle part of its industrial sector, particularly in the capital 
goods area, which is considered “disproportionately large”’. 
Countries throughout the world are being told by the 
IMF/World Bank to postpone or cut investments in the 
industrial sector, and it is clear that this also accords with the 
interests of established producers, particularly in a period of 
contracting markets. 

The IMF programmes also imply catastrophic declines in 
living standards, of the poor in particular. Standards of living in 
many countries have already declined further and for a longer 
period than they did in the 1930s. In much of the Third World, 
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|and perhaps especially in Brazil, where the concentration of 
| income is one of the most exteme in the world, the real income of 
| the poor increased only slightly even during the years of boom. 
The Brazilian ‘miracle’, between 1968 and 1974, did produce 
impressive industrial growth, but much of it catered to the 
consumption of the rich, and social needs were not met. But 
poverty has increased dramatically in the years of recession. At 
the beginning of 1983, there were three days of continuous riots 
in Sao Paolo. Some people, deprived of any legal means of 
“supporting themselves, have resorted to stealing, including 
_ raids on supermarkets for basic foodstuffs, which the authorities 
in the big cities are virtually forced to tolerate, such is the plight 
of the people who resort to these methods of survival. 
No to Recession and Unemployment puts forward an alternative to 
this devastating decline. It is a collection of articles and 
speeches which Furtado wrote while advising the PMDB 
(Partido do Movimento Democratico Brasileiro), and it is 
essentially a programme for government. The PMDB is 
currently the biggest of the legal opposition parties, with a 
membership which ranges from the national business class to 
communist party supporters. Supposing the current mass 
campaign and political mobilisations for direct elections to the 
presidency succeed, the PMDB would be in a position to win 
them. Furtado is now the PMDB’s main economic adviser and 
he is a potential Finance Minister. His return to political 
prominence has been dramatic, and quite recent. He left Brazil 
just after the 1964 coup and was one of the many politicians and 
intellectuals who were formally deprived of their political rights 
by the military until the 1979 amnesty. 

Furtado’s programme is a programme of reforms. He is not a 
Marxist, although he has at times been influenced by Marxist 
ideas. It is a programme for the resumption of growth and 
includes proposals for the reconversion of industry so that it 

_-Satisfies ‘the general needs of the population’ rather than 
catering for the luxury consumption of the rich, which would 
also mean the need to import was less. Furtado argues against 

~ reliance on export-oriented low-wage industrialisation, of the 
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sort advocated by the World Bank/IMF, insisting that 
genuinely independent industrialisation must be based primar- 
ily on the internal market. But he also asserts that the 
possibilities for public investment are limited by the need to 
ensure that the private sector is not deprived of funds, and that 
debts can be repaid. 

Thus, although breaking with the IMF is a necessary 
precondition for such a programme, Furtado does not envisage 
an open breach with the banks. His proposal is that Brazil 
should unilaterally declare a moratorium and then negotiate a 
settlement with the banks for better terms for repayment after a 
breathing-space to enable Brazil to recover. A break with the 
IMF would, according to Furtado, actually be in the interests of 
the banks. Brazil, says Furtado, cannot resolve the banks’ 
short-term liquidity problem; this can only be done by their own 
central banks. ‘However much we contort ourselves and our 
people go hungry, we shall not produce many dollars to help the 
banks’ (p 27). But current policies are destroying the debtors’ 
ability to grow and even export, and thus their long-run ability 
to service their debt. This view is echoed by President Alfonsin 
of Argentina, at whose inauguration ceremonies Furtado was 
an official guest. Alfonsin, explaining his determination not to 
be pushed into fierce retrenchment, said on television on April | 
1984: “There are those who believe that we can only pay the debt 
by postponing growth and sacrificing the general welfare of our 
people. We think exactly the opposite’ (Financial Times (Lon- 
don) 3 April 1984). 

The governments of the other major Latin American debtors 
have so far remained committed to the IMF strategy of 
recession and muddling through. Astonishingly, in April 1984, 
the governments of Brazil, Mexico, Colombia and Venezuela 
actually lent Argentina $300 million for Argentina to pay some 
of its interest arrears and enable the banks to avoid recording 
Argentinian debt as non-performing in their April accounts. 
The idea was that they would get their money back when 
Argentina had reached agreement with the IMF, which would 
then release funds from the banks and the US government, and 
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that this would put additional pressure on Argentina to come 
‘to terms with the IMF. It was a kind of debtors’ cartel in re- 
verse. Proceso, Mexico’s best known weekly magazine, carried 
| a cartoon in which a bureaucrat appeared before Simon Bolivar, 
the nineteenth-century liberator, to announce that a Mexican is 
at the door offering help from the Treasury in case Bolivar needs 
to indemnify Spain. The whole episode presumably indicated 
the desperate desire of other Latin American governments not 
_ to be forced by Argentina’s example into making any break with 
_ the ‘international financial community’. 
_ It remains hard to explain why there is no debtors’ cartel of 
the sort the creditors fear. The debtors have a potentially 
| powerful weapon: ‘It would still take the repudiation of only 
half of Latin America’s debt to wipe out most of the big US 
banks’ (Financial Times (London) 2 April 1984). One of the 
reasons is no doubt that, unlike in the nineteenth century and 
the 1930s, when defaults were a regular occurrence, the debtors 
nowadays are faced with what amounts to a creditors’ cartel. 
The big banks have massive concentrated power. Their lending 
activities are tightly coordinated. They are backed not only by 
their own governments and the IMF, but by other lenders such 
as the World Bank, which released its loans to Brazil only after 
Brazil had come to terms with the IMF. Failure to comply with 
the demands of the IMF would be likely to entail the cessation of 
virtually all credit. Although it is clearly possible to work out 
sums that demonstrate that even with no credit, and with 
various other increased trading costs, the debtor countries 
would be financially better off if they broke with the IMF and 
repudiated their debts, such a strategy would require some 
adjustments. 

In most cases the adjustments involve, as Furtado’s pro- 
posals do, cuts in the consumption of the rich rather than of the 
poor; in fact their main justification 1s that they shift the burden 
of adjustment from the poor to the better-off, and this is of no 
interest to most existing Latin American governments. But they 
need not necessarily do so, and the proposals have the support 
of many sections of business who are threatened with bank- 
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ruptcy by present policies. It may be that even existing 
governments will be unable to carry on for much longer in the 
vain hope that IMF strategies will one day work, that the 
capitalist world economy will one day recover, and that, 
meanwhile, the poor can be dealt with by repression. They may 
yet be pushed, against their will, into an open break with their 
creditors and/or into a major political crisis. Thus the 14 per 
cent rise in US interest rates between end March and mid-May 
1984, which adds, for example, at least $600 million a year to 
Brazil’s debt service costs, provided at least a nudge in that 
direction. It caused even the Brazilian military government to 
send a note of protest to the governments of the creditor 
countries, pointing out that ‘recent rises in interest rates wipe 
outa significant part of efforts Brazil has been making to restore 
equilibrium to its balance-of-payments’ (Financial Times (Lon- 
don) 11 May 1984). 

By the spring of 1984 there were also signs of more 
questioning by the monetary authorities in the creditor coun- 
tries of the complacent assumptions of the IMF that, with an 
assumed 32 per cent rate of growth in the developed countries, 
the problems of debt would resolve themselves. Apparently 
partly because of the continued recalcitrance of the Argentinian 
government, their central bankers met in New York in May 
1984 to discuss the possibility of taking a longer-term view of the 
crisis, which presumably would involve putting some pressure 
on the banks to take some losses, and on the IMF to show some 
concern with the problems of long-term growth. But the banks 
still appeared more interested in piling up short-term profits as 
a cushion against future losses, and looking for new sources of 
profit, than in any idea that they might themselves make some 
sacrifices in the interest of increasing the debtors’ future 
capacity to pay, even though they have been willing to take such 
a view in relation to some corporations in the developed 
countries. They appear to have tacitly assumed that their Third 
World debt will not get repaid. A moratorium of the type 
proposed by Furtado would entail some loss of current profits 
and a diminished ability to patch up their accounts to conceal _ 
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| losses. It is therefore unlikely to appeal to them, although their 
- own central banks may force them into some such arrangement. 
Furtado’s view that the Brazilian economy can expand, the 
_ private sector can be Stimulated, the needs of the poor can be 
_ met, and debts can be serviced on a basis acceptable to the 
_ banks, all at the same time, thus appears optimistic. Like the 
_ structuralist ideas of the 1950s and 1960s, of which Furtado was 
a leading proponent, and rather like the international 
Keynesianism of the Brandt reports, his proposals are an 
attempt to reconcile basically conflicting interests through 
economic expansion. In 1963 Furtado’s Three Year Plan, 
similarly based on a concept of conflict minimisation, foundered 
on political reality, the intractability of vested interests, and the 
weakness of Goulart’s presidency. Throughout the world, the 
welfare state is now in retreat. There is surely even less prospect 
of success in Brazil for a ‘middle way’ between the post-1964 
‘efficiency’ of the Brazilian military dictatorship, and the 
abandonment of the attempt to satisfy the desires of the elite in 
favour of a commitment to providing, above all, for the needs of 
the poor; in other words, socialism. 

But in one important respect Furtado’s proposals are far 
more realistic than the current policies of most Latin American 
governments. Furtado sees no point in imposing yet more 
hardship on the Brazilian people and yet more destruction on 
the economy to preserve the illusion that Brazil can service its 
debt at extortionate rates of interest, and in the process taking 
on yet more debt, year by year, which will not get repaid. In this 
situation he is also prepared to recommend a more radical break 
with the IMF than was contemplated by the structuralists in the 
1960s, or by any existing non-socialist government. This is 
undoubtedly a measure of the unprecedented harshness of the 
sacrifices that are now being demanded in Brazil, in the name of 
debt service. 
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A New Policy 


Complete Disarray 


At least Brazilians are in agreement over one thing: “Our 
country is in a very bad condition, without precedent in the 
history of the republic’. In Brazil everything depends on the 
State, and, at present, not only has the ship of state lost its way, 
but all its controls and guiding instruments have broken down. 
The crisis is not confined to certain economic matters, nor is it 
merely the result of adverse international conditions. It is the 
economic system as a whole which is drifting. No new 
investments are being made in productive activities and the 
country’s industrial sector is collapsing; only the speculators are 
prospering, 

Brazil will reach the end of the 1980s with a lower level of 
industrial employment than at the end of the 1970s. Millions of 
people are joining the army of the under-employed. Our hope of 
ever overcoming underdevelopment is receding. Brazil has 
earned the dubious distinction of having the largest patch of 
poverty in the western hemisphere. All this has happened 
despite the fact that for 30 years Brazil had one of the highest 
economic growth rates in the world and remains a country with 
great potential for development. 

Brazil’s advantages are real enough: enormous stretches of 
unoccupied land; abundant energy resources to exploit; one of 
the ten largest domestic markets in the world; an impressive 
installed capacity for the production of capital goods; and, a 
potential for technological creativity only equalled in the Third 
World by India. All we lack in Brazil is the will to change the 
course of history, something which has become increasingly 
difficult for us through years of authoritarian rule and a 
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situation of external dependence, which has reduced us to a 
simple complementary market for the developed economies. 
We are now being subjected to an ‘adjustment’ process, a kind 
of cosmetic surgery which will reshape us more to the taste of the 
bosses of the present international financial order and increase 
our dependence. 

The question that we, the overwhelming majority of 
Brazilians, must ask ourselves is: Does Brazil not have a 
sufficient reserve of patriotism and public concern that can 
change a course of events that is condemning millions of people 
to unemployment and starvation? Can we not find a way of 
restoring confidence and faith in the future of the country? 

The reply to that question is unambiguous: it is enough for us 
to state emphatically: ‘NO’ TO RECESSION. 

No one in his right mind and with any public spirit can believe 
that recession is the answer to Brazil’s problems in the face of 
the current international economic crisis. Recession is the kind 
of economic policy that can only be justified in rich countries, 
which have unemployment benefits, ample exchange reserves, 
and access to foreign loans. We have none of these advantages. 

The starting point for changing the course of events is to put 
an end to the recession and to recreate the conditions needed 
for the economy to function normally, utilising its installed 
industrial capacity. We must remember that for about 20 years 
after World War II the Brazilian economy grew well, although 
the volume of imports remained stationary. It relied on an 
expanding domestic market, even though our capital goods 
industry was at that time still very primitive. 

It is true that servicing our large foreign debt reduces our 
capacity to invest and to import, but this should not stop us — 
working and producing, and directing our own development. 
Nothing is forcing us to internationalise our economy to sucha ~ 
point that we lose the power to make our own decisions; it is 
merely the result of our inferiority complex in the face of the 
alleged greater ‘rationality’ of the international financial mar- 
ket. 

But what must we do to make effective our opposition to 
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recession so that we can give back jobs to those out of work? 


First of all we must regain control over the instruments of 
economic policymaking. When we are told that our most 
serious problem is inflation, a euphemism is being used to avoid 
saying that the key problem—the cause of our present woes—is 
the present state of chaos in the economy. Everyone knows that 
inflation is no more than a symptom, the outward manifestation 


of the lack of articulation, adjustment, and control in an 


economy. Inflation on the scale we are experiencing is an 
unequivocal indication of the complete confusion among those 
in charge of economic policy-making. They are no longer able to 
enforce monetary policies, to control liquidity, to dictate the 
cost of money, to police the financial institutions, to define 
exchange policies and so on. The Brazilian authorities have 
relaxed so many controls that they have largely forfeited their 
own decisionmaking power. And, the more ineffective they 
have become, the more attractive the climate becomes for all 
kinds of adventurers. 


Regaining Freedom of Action 


But what is required to regain control over the economy? In the 
first place, we must break away from the guardianship of the 
International Monetary Fund (IMF) and, secondly, as a 
sovereign country, decide to what extent Brazil will honour its 
foreign financial commitments in the context of the inter- 
national crisis. The two questions are linked, for Brazil did not 
decide of its own accord to accept the guardianship of the IMF, 
but did so because this was a condition set by its foreign 
creditors, particularly the international private banks, for 
rescheduling its debt. In this way the bankers were trying to 
make sure that the Brazilian government would put the 
interests of its creditors, in both the public and private sectors, 
before anything else and that the economy would be ‘adjusted’ 


so that it was geared to producing dollars at any price. 


The IMF in itself is not important, as the resources it 
provides are modest. What matters is that this institution has 
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adopted a rigid set of ‘conditions’ which a country must accept if 
it is to have access to much larger sums of foreign financing. In 
this way, it has been turned into an instrument through which 
Third World countries are forced to deepen the inter- 
nationalisation of their economies so that they cease to be 
controlled domestically and become mere extensions of the 
international market. It is for this reason that Brazil is being 
asked to dismantle part of its industrial sector, particularly in 
the capital goods area, which is considered ‘disproportionately 
large’. Now, with world trade declining or stagnating and with 
the present situation of excessive indebtedness, to demand that 
Brazil open up its economy is to condemn the country to a 
recession of indeterminate length. 

But it is not enough to rid ourselves of the IMF. If we do not 
take the initiative and, as a sovereign country, decide our own 
policies, our foreign creditors will soon occupy the space we 
have left. It is not by chance that they have already set 
themselves up as privileged auditors in Brazil’s financial 
administration. The ‘advising committees’ set up by the 
international foreign banks have already begun to tell us what 
we should or should not do. 

We are so drugged by ‘disinformation’ that we must reestab- 
lish some elementary truths. The financial agreements that 
private bodies sign with sovereign nations implicitly accept that 
in certain special conditions the latter can change the form of 
operation. In return, the private banks can be sure that, unlike 
private debtors, sovereign nations cannot disappear through 
liquidation. When both the creditor and the debtor are 
sovereign states the situation changes, because the relation is 
not only financial, but also political. In other words, the use of 
force becomes possible. In the past, creditors were almost 
always sovereign states, as governments used to take on the 
responsibility of recovering loans made by their subjects. In the 
heyday of imperialism, England and France took control of 
countries which could not pay their debts. It was in this way 
that both Egypt and Tunisia lost the last traces of sovereignty 
that they still had. Even today, a debtor nation, when it can no 
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longer make payments, can still negotiate a moratorium with its 
creditor when the latter too is a sovereign state. There is plenty 
_of room for negotiation when more than financial interests are 
involved on both sides. A sovereign state can accept financial 
losses if it obtains compensation in other areas. 

The situation is different when the creditor is a private bank. 
Private bankers cannot ‘negotiate’. They can only demand 
_ fulfilment of the clauses in the contract. How can they accept 
losses if they do not obtain compensations in another area? 
What can be done in this case is to substitute a new contract, 
considered equivalent by the bank, for the old one. Thus, for 
example, when a loan is rescheduled, the repayment period is 
extended, but, in compensation, larger fees are charged or a 
higher rate of interest is negotiated. All this is decided by 
lawyers, operating within rigid terms of reference, and not by 
| emissaries endowed with full power. 

In these circumstances, then, it is up to the debtor country 
unilaterally to declare a moratorium and to inform its private 
creditors of the new conditions it is offering. In this way, the 
bank’s board of directors will not be held responsible by its 
shareholders for the losses, but instead for failing to make 
reserve provisions at the appropriate time if this is the case. The 
present situation is complex, because the declaration of a 
moratorium by Brazil would probably spark off a series of 
_moratoriums by other countries, which would force the big 
private international banks, particularly in the United States, 
into insolvency. Brazil’s leading creditor, Citibank, has made 
loans to Brazil to an amount equivalent to 83 per cent of its 
capital. At the moment Brazil is in a situation of de facto 
moratorium, through the accumulation of overdue interest 
payments, but the banks are determined to prevent Brazil from 
formally being declared in default, as the banks’ contracts are 
interlinked as a way of protecting each creditor from the others. 
So at the moment the big banks are buying up Brazilian papers 
from the smaller banks, which are more impatient, while at the 
same time they are working out ways of refinancing the debt. It 
is quite clear that they do not want to lose the initiative, as they 
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are preparing for a confrontation with their respective central 
banks. While this goes on, Brazil remains passive, merely 
accepting further conditions which will further limit its room for 
manoeuvre in the future. 

An agreement recently reached at the Bank for International 
Settlements (BIS) establishes that the respective central banks 
will only intervene if the creditor banks become insolvent. In 
other words, the central banks will only act as lenders of last 
resort if the international creditor is on the verge of bankruptcy. 
We are witnessing a power struggle between the international 
private banks and their respective central banks, for the former 
do not want to be forced into insolvency before they are 
provided with the assistance that they undoubtedly require. 

If Brazil were to declare a moratorium, and its example were 
followed by other debtor countries, the central banks would 
almost certainly intervene to prevent a global international 
financial crisis. The real problem, therefore, is not whether or 
not Brazil will declare a moratorium, but what kind of agree- 
ment will emerge between the big private international banks 
and their respective central banks. It must not be forgotten that 
a decrease in liquidity at this time in the international banking 
system would be extremely harmful to the process of economic 
recovery which is beginning in the developed countries. 

The only thing which is certain, from our point of view, is that 
the banks are going to impose draconian conditions for 
refinancing Brazilian debt and, at the same time, are going to do 
all they can to stop Brazil from resorting to its sovereign right to 
declare a moratorium and to recover its freedom of action. It is 
important to remember that Brazil, like most of the other 
indebted Third World countries, can no longer obtain new lines 
of credit. It is only able to go on trading with the developed 
countries because the commercial credits, originally conceded 
to the Brazilians, are now given to foreigners. Apart from this, it 
has begun to explore other trading set-ups which can operate 
outside the network of the commercial banks. 

What must be stressed, however, is that a country is not 
‘punished’ by its creditor banks if it fails to make its contractual 
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payments. Banks are not guided by moral principles; they 
simply carry out business. In the case of reschedulings, the 
disbursement of new resources is tied to rigid adjustment 
schemes, because the banks want to prevent, or conceal, losses. 
New commercial credits are refused simply because the bank 
considers the operation to have become too risky. 

_ Retaliation may come from a creditor government and in this 
case it should be interpreted as an endeavour to receive 
compensation in another area. Since the middle of 1982 Brazil 
has been unable to obtain new lines of credit because the 
international financial community is aware that Brazil is on the 
verge of insolvency. But it is not only the private banks which 
have refused to renew credit lines or have withdrawn deposits 
from foreign agencies of Brazilian banks. Foreign governments 
which had deposited part of their exchange reserves with the 
Bank of Brazil and individuals, resident abroad, who had made 
long-term deposits, also sought to protect themselves from the 
obvious risk of a Brazilian default. To operate an extensive 
banking network abroad, a country must have solid currency 
‘reserves. The present shortages suffered by Brazilian banks 
abroad does not mean that the country is being ‘punished’ by its 
creditors. It is merely the natural result of its present state of 
insolvency. 

_ Itis clear that, whatever shape future events take, Brazil will 
shave to reorganise drastically its method of financing its foreign 
‘trade. This will give us an opportunity to strengthen our 
financial links with other Third World countries and to 
‘restructure our international banking system so that it serves 
the long-term interests of the country. 























Eliminating the Root of Inflation 

| ahr : : Pie 

‘However, it is not just a question of regaining our freedom of 
action and of rebuilding the instruments of economic 
policymaking. It is even more important to know what to do 


with these instruments. The root cause of the inflation is the 
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decrease in the productivity of the economic system, which in its 
turn reflects the growing incoherence of our investment process 
and our growing incapacity to generate savings internally. Let 
us try to spell out what this means in simple terms. 

The average productivity of investments has traditionally 
been high in Brazil. To achieve a one per cent increase in 
domestic product it was only necessary to invest two per cent of 
this same product. Ifnet investment reached about ten per cent 
of domestic product, then growth tended to be about five per 
cent. Clearly, the relation between the two factors was not as 
direct as this for other factors intervened, but the coefficient of 
additional productivity did not differ greatly from that of 
average productivity. 

What has been occurring recently is a notable fall in 
productivity. Today, we need to invest four to six per cent of 
domestic product to achieve a one per cent increase in the 
product. This is in part because our model of development has 
tended to squander a significant part of our savings, using it to 
finance the consumption of middle class and upper class groups. 
But the main reason is the lack of coordination of public 
investments, and of private investments induced by it. Let us 
take the case of excessive government investments in infrastruc- 
ture projects, and the consequent private industrial over- 
expansion of activities producing equipment and intermediate 
goods for them. In these circumstances it is almost inevitable 
that the productive system becomes chaotic and that, as a 
result, operational costs increase. Average productivity in an 
economy organised in this way is necessarily low. The recession 
is only aggravating this structural tendency. 

A productive system is not only a heap of investments. It is a 
set of articulated elements, whose coherence results from the 
subordination of each one of the disparate parts to the logic of 
the whole. This coherence can come from the logic of the 
marketplace, or from planning. Both these forms of coordina- 
tion are combined in all modern capitalist economies. The big 
companies, which operate in oligopolies, formulate macro- 
economic hypotheses and, based on them, fix prices, set profit 
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nargins, plan their investments and, when necessary, correct 
heir models in response to short-term market information. 

What has happened in Brazil is that the government has 
‘aken on increasing entrepreneurial responsibilities without 
sroviding itself with the necessary means to guide and coordi- 
ate its investments. It is for this reason that it finds it so 
lifficult to make them compatible with the country’s capacity to 








d 
ave and with the activities of the private sector. Worse still, it 
nas tried to discredit the idea of global planning. As a result, 


each of these large state enterprises has tried to increase its 


as come to rely on the growth of these companies so that it can 
pbtain the foreign loans that it requires to balance its foreign 
accounts each year, then you can begin to envisage the 
extraordinarily complex network which has spawned the 
present chaos. This is the key to understanding the root cause of 
today’s mess. 
I Let us now see how this lack of coordination produces 
nflationary pressures. Every investment produces a flow of 
ncome—payment to factors—which, in its turn, promotes 
sther productive activities, which is the reason why the final 
ow of income is so much greater than the one produced 
riginally. Most of this flow will be spent on consumer goods. It 
4s thus of fundamental importance that the supply of final 
consumer goods grows parallel with the flow of income. If the 
investment process is incoherent, then it is likely that the flow of 
geome will grow more rapidly than the supply of final 
consumer goods, thus generating inflationary pressures. In a 
arket economy, this kind of situation should not last, as 
nvestments will be channelled to the sectors producing the 
one goods, or substitutes for these goods in demand. But, 
f the cause of the distortion lies in the public sector, then the 
orrective process will only function when the overgrown state 
nterprises have run out of resources with which to carry on 
heir expansion plans. What made the situation worse in Brazil 
as that the public companies went on investing in order that 
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the government would be able to obtain the foreign currency | 
needed. 

When it is a question of investments with no return—int 
providing a basic infrastructure of public services—then th 
distortions can become even worse, because the indications of | 
fall in productivity are more difficult to detect. To sum up, th 
expansion of entrepreneurial activities by the State demands : 
system of global planning to define the space to be occupied b} 
state companies. This planning will only be effective if it i 
carried out by an authority which can overrule the techno 
bureaucracy. This is a problem which has only been satisfactor 
ily resolved in those countries where parliament has the powe 
to define the order of priorities of public investments. 

The root cause of the present galloping inflation is thi 
disorderly form in which the State increased its entrepreneuria 
activities. Consequently only ignorance or bad faith can maki 
people believe that such a state of affairs can be correctec 
through recession. Recession affects all sectors of the economy 
not only those which are uncoordinated. It reduces investmen 
in an indiscriminate fashion so it does not correct the imbal 
ance. Inflationary pressures will only be defused when most 0 
the economy is at a standstill and severe damage has beer 
inflicted on society. 

The primary cause of the disequilibrium is not the level o 
investment, but the lack of articulation in the productive 
system. The first priority is thus to reorientate investments s¢ 
that this lack of articulation is corrected. As the economic 
system becomes better coordinated, average productivity wil 
increase—which will mean that the supply of final consume! 
goods will increase more in line with the flow of monetary 
income. 

If it is accepted that our economy is disjointed—and that the 
high rate of inflation is a fever showing that something i: 
wrong—then it must be recognised that the only way t 
overcome the present crisis is by progressively curing the 
underlying illness. To dismantle the parts of the system whick 
are still sound—which is what recession is achieving—is 2 
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istake that cannot be criticised too strongly. It is very 
ignificant that the IMF mission has forced the government to 
oose between reducing the real level of wages or increasing 
nemployment—both of which options ensure that the reces- 
ion continues. 
But why this emphasis on recession? The official rhetoric 
yould have us believe that their real objective is to reduce 
flationary pressures. But everyone knows that inflation has 
ot worse with the recession. As financial costs continue to 
row—and today for most companies they are a much heavier 
utlay than the payroll—the recession, which is squeezing 
ages but raising the cost of money, will end up feeding 
aflation. Following this medicine, the general upsurge in the 
evel of prices will only end when the productive system is 
eriously damaged. 
| But, if we accept that the government’s main objective is the 
xternal ‘adjustment’, not the internal one, then there exists 
nother explanation for recessionary policies. For the recession 
es sense only if the government’s sole aim is to build up an 
ver larger trade surplus, whatever the cost, so that Brazil can 
insure the remittance of profit from foreign investment and the 
yayment of a significant part of the interest due on the foreign 
lebt. For, given the unfavourable external situation, this 
‘urplus can only be achieved through cutting back on imports. 
Recession i is the way in which this can be achieved. So, thanks to 
t, the dollar value of Brazil’s imports fell by 23 per cent during 
he first half of 1983. Moreover, the recession helps to keep 
'xports at a high level, even if it is at the expense of an increase 
n the average cost of productive activities. This is particularly 
‘lear in the case of those industrial sectors which channel their 
dutput to both the foreign and domestic markets. 
| As domestic demand falls as a result of the recession, the 
werage costs of production increase, as a result of the formation 
ofidle capacity. From then on, an export policy can be based on 
pr marginal costs. The price of what is offered abroad only 
veflects the increase in variable costs, because fixed costs are 
covered by what is sold on the domestic market. More precisely: 
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recession increases prices paid by domestic consumers b 
reduces the prices at which goods can be offered abroad. In th 
way, the country’s terms of trade deteriorate—foreign curren¢ 
costs more in terms of what the country exports—but, 
compensation, the trade balance grows, and this seems to be t} 
main objective of the policies that the government has bee 
following. As foreign demand responds to a decrease in t} 
price at which goods are supplied and is not affected by 
reduction in domestic income, it becomes possible to reconcile 
general decline in productivity—caused by the recession—wit 
an increase in the propensity to export. 

It is important to stress that it will not be easy to break tl 
back of inflation unless we sort out two other problems. O1 
concerns the incompatibility between the present model ‘ 
growth and an increase in the rate of savings. It is well know 
that this model favours the consumption of durable goods, the 
is, it leads to greater income concentration without increasin 
the availability of resources for productive investment. Th 
greater the concentration in income, the larger the share « 
consumer durables in overall consumption and the greater th 
share of income used in financing consumption. It would t 
necessary for the savings of the upper and middle classes ¢ 
grow more quickly than their incomes (a larger than averag 
marginal propensity to save) for the resources available fe 
financing productive activities not to decline as a proportion ¢ 
total income. In other words, the present model demands a 
increase in the savings coefficient for the level of productiy 
investment to be maintained. It is only in this way that it woul 
be possible to reconcile a relative increase in the consumption © 
consumer durables with a stable rate of economic growth. Nov 
despite the creation of various funds (FGTS, PIS, PASEP) | 
financed by compulsory savings extracted from the mass of th 
population, the overall rate of savings has not risen. This © 


* FGTS: Fundo de Garantia de Tempo de Servigo; PIS: Programa ¢ 
integracao Social; PASEP: Programa de Farmacao do Patrimonico © 
Servidos Publico. 
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plained by the very nature of the development model, which 
eared to increasing the consumption of the middle classes. 
When the performance of the Brazilian economy over the last 
o decades is observed, it can be seen that the only period in 
ich it was possible to achieve a high rate of growth, together 
th a low rate of inflation, was when average productivity 
reased, that is, when idle productive capacity was brought 
to use—in other words, when real per capita domestic income 
w more rapidly than per capita productive capacity. Apart 
m this period (1967-72), a high rate of growth was only 
hieved with inflation and/or foreign indebtedness, both of 
ich are spurious ways of compensating for insufficient 
vings. In other words, there is a contradiction between the 
estyle adopted by the middle and upper classes and the 
ternal generation of savings, a contradiction which is at the 
sot of both income concentration and foreign indebtedness. 
Since a change in the model of development cannot be 
nplemented immediately and since it is necessary to prevent 
ie creation of further idle capacity—and another decline in 
roductivity must be prevented—the only solution is to attack 
te problem on both sides. The restructuring of the economy 
aould ensure progressive changes in the style of development. 
t the same time the rate of savings should be rapidly 
icreased, something which is only feasible if the economy 
egins to grow once again. 

The second problem consists of the need to increase the 
‘sistance of the economy to fluctuations in the country’s 
apacity to import. Toa large extent the present recession stems 
om the indiscriminate cutback in imports. This reduction 
‘ads to a fall in productivity, which feeds the inflationary 
rocess and provokes a decline in growth rates. No one 
estions the country’s need to make a great effort to increase 
xports. But world trade prospects force us to be realistic. It is 
fear that we shall only be able to increase our imports slowly, 
articularly in view of the need to rebuild our exchange reserves 
d to service our foreign debt, or at least part of it. It seems to 
s that the other option—that exports should be increased at the 
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expense of growing costs of the Brazilian consumer—should b 
rejected. We believe that the sorting out of the external probler 
must be made compatible with a reasonable rate of growth ¢ 
the domestic market. 

Given the present state of the international financial marke; 
our capacity to import will depend, more than in the past, 0; 
our export earnings. For this reason, we must build up th 
economy’s resistance to external shocks, quite apart fron’ 
increasing our exchange reserves and from introducing ney 
financing schemes, particularly in trade with our suppliers of 0) 
and other essential products. At this stage it is no longer 
question of ‘substituting imports’, but of constructing aj 
economy which can satisfy the basic needs of the population anc 
at the same time can stand up to momentary or passing falls i 
the volume of imports. The Brazilian economy must be ready t 
take advantage of improvements in the world economy and als: 
to adapt in the face of unfavourable world conditions. To bi 
prepared for the first development, it must increase its absorp 
tion of advanced technology. To deal with the second, it shoul 
steer its investments into sectors with a low import coefficient 
Idle capacity should be brought down to as low a level a 
possible and the investment profile should be changed in th 
short term to achieve greater flexibility. 


Financial Disorder 


While a shortage of savings was a fundamental cause of the 
present disequilibrium, it is also true that the exorbitan 
increase in the cost of financial operations spread the disorde 
throughout the economy. This aspect must be closel} 
examined. 

Brazil has traditionally been a country in which inflatior 
plundered those who saved but favoured those who invested. A 
a result of the so-called ‘usury law’, savers were permanently 
punished. On the other hand, the Bank of Brazil, and, from th 
1950s, the development banks, supplied investors with loans a 
negative rates of interest. Moreover, the government regularly 
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esorted to increasing the money supply so as to swell its funds. 
Juring this period, the key question in financial policies was to 
now how to contain inflationary pressures within certain 
imits. When these were exceeded, the government put the 
rake on its expenditure, delaying the disbursement of funds, 
nd the Bank of Brazil raised the compulsory deposit require- 
nent for the commercial banks. So there was a breathing space 
ind then the process carried on as before. Inflation was part of 
e mechanism for financing the economy, but it had to be used 
fautiously. The high social cost of this type of development was 
ecognised, but the ruling classes were unable to come up witha 
rmula which combined stability with a high growth rate. As 
ar as they could see, the options were development with a 
fertain amount fiiuen or stability without development. 
| The idea of providing the country witha financial system that 
vould encourage savings, put a greater priority on the payment 
ifreal interest rates to savers and allow the government to carry 
jut its monetary policy through the sale and purchase of public 
a bonds, may have been well-intentioned, but it was naive in 
at it did not pay sufficient attention to the peculiarities of our 
rm of dependent capitalism. The net result is there for all to 
lee today: the rate of savings did not increase, but the cost of 
inancial intermediation increased enormously. Passive interest 
fates, that is, the cost of money for the banks, rose greatly, 
.pparently improving the return for savers. But, as active 
nterest rates also increased, financial costs rose and the relative 
orices of the final consumer goods that the savers purchased 
vent up steeply, wiping out the gains they had made through 
heir savings. It is enough to look at the rapid increase in interest 
paid in hire-purchase deals for consumer durable goods to 
‘ealise that the apparent gains going to the middle classes 
‘hrough their savings were deceptive. Given that the model of 
development led to an increase in demand for financial 
‘esources (the purchase of a consumer durable good is an 
nvestment), the position of those who deal with money and high 
iquidity assets was strengthened. In these circumstances, the 
idvantages going to savers were offset by a considerable 









16 No to Recession and Unemployment 


increase in the cost of capital for the investor. Faced with thi 
complex web of interests, the government was forced t 
reintroduce negative interest rates to defend more vulnerabl 
sectors, such as farming. 

The difference between the situation today and that in the pas 
is that now the resources transferred by the monetary budget t 
farming (and other privileged sectors) are no longer financed b 
an expansion in the money supply. The new method consists i 
issuing bonds with sufficiently attractive real interest rates t 
compete in the narrow capital market. In this way th 
government pays real interest rates to obtain resources which} 
then lends out at negative rates of interest. The difference i 
covered by issuing additional bonds. Even if we ignore the fae 
that such a system will necessarily lead to disaster, it i 
important to point out that it introduced profound structura 
distortions in the economic system. By sucking out a large par 
of the available credit the government increased considerabh 
the level of active and passive interest rates. We have alread) 
seen that high passive interest rates do not benefit savers, a 
they are hurt by the concomitant increase in the consume 
goods they purchase. On the other hand, high active interes 
rates hurt investors in productive activities. The net result is th 
strengthening of financial intermediaries, whose share of overal 
income has grown disproportionately throughout this period. 

So Brazil went from a situation in which financial costs wer 
very low—most investments were carried out at very low 0 
negative interest rates and the public sector was financed with 
taxes and inflation—to one in which such costs soared t 
extraordinarily high levels. This was the final result of th 
ingenious reforms introduced by Octavio Gouvéa de Bulhoe: 
and Roberto de Oliveira Campos, in the wake of the newly 
established authoritarian regime. In a poor country containing 
an emerging middle class completely geared to the consumptiot 
of consumer durables, the creation of a capital market is no 
enough to accelerate savings. In view of the inelasticity in th 
supply of savings, the financial intermediaries resolved th 
problem by creating quasi-money. As a result, in an extraordi 
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ary development, a huge mass of non-monetary financial 
issets was formed in an economy with a low level of income. The 
‘elocity of the circulation of money became the determining 
actor of the degree of liquidity of the economic system, a factor 
yhich depended much more on financial intermediation than 
in the monetary authorities. The latter, imprisoned by the need 
orefinance the public debt, had less and less freedom of action. 
' As the debt was being refinanced by more debt, the problem 
‘credibility became crucial. In this endeavour to postpone the 
ay of reckoning, the monetary authorities committed an act of 
xtreme irresponsibility by indexing their bonds against the 
jollar at a time when it was gaining strength on the world 
arket. From then on, Brazil, in effect, lost its own currency, for 
he basic reference point in all transactions on the financial 
jarket became the bills issued in the United States. It is as if the 
srazilian government were trying to issue dollars with their 
‘irculation restricted to Brazilian territory. As good money 
‘ways drives out bad, no one will any longer accept cruzezros as 
heir measure of value. The decision to ‘purge’ the domestic 
irice index made this situation worse. As the behaviour of the 
ollar has very little in common with an economy characterised 
y enormous structural tensions, as in the case of Brazil, a new 
actor of irrationality was introduced. By the end of May 1982, 
he value of this new currency issued by the Brazilian govern- 
nent was 16 billion dollars. 
| The increase in public debt has provoked an expansion in the 
‘ow of non-monetary financial assets and has encouraged the 
‘lative growth in financial intermediation. It is interesting to 
compare the present process with what happened earlier when 
he State financed part of its expenditure directly with the 
Xpansion of the money supply. The old method led to an 
ncrease in the level of monetary demand and thus to an 
acrease i in the prices of final products and a corresponding fall 
athe purchasing power of the population. The present method 
tads to pressure on the capital markets which leads to an 
crease in interest rates and a rise in the financial costs of those 
charge of productive activities. As the latter cannot pass on 
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costs and administer prices with any ease, the result is a transfe 
of real resources from those who produce to those who finance 
As a result, the present inflation is doing even more harm thar 
in the past, as it is introducing deformities which discourag 
productive investments and reward speculation. . 


Public Deficit, Subsidies and ‘De-indexation’ 


To claim that the present inflation is caused by the public secto; 
deficit is grossly to oversimplify the problem. A reduction in the 
public deficit, obtained through reductions in governmen 
expenditure, can coexist with the maintenance of the presen 
system of refinancing the public debt and thus with the swelling 
of financial intermediation. The squeezing of overall demand 
which the IMF is demanding, may reduce inflationary pres 
sure, but this is not enough to encourage productive invest- 
ments in the private sector. It is unlikely that the latter will be 
stimulated as long as the financial sector remains dispropor- 
tionately large. 

It is important not to forget that the public sector deficit i 
partly the result of the recession. It is far more difficult in the 
public sector than in the private sector to reduce costs wher 
overall demand falls. If the depressions of the past no longe! 
occur in the advanced capitalist economies, this is due to the 
relative expansion of the public sector and the maintenance 0 
the population’s purchasing power through unemploymen 
benefits. This deficit disappears of its own accord when there i 
an economic recovery. For this reason, it is important not te 
confuse this deficit with the structural deficit which occurs a: 
the result of expansion of public sector activities withou 
sufficient financing. In this case, the correction of this deficit i 
more difficult. A reduction in inadequately financed publi 
activities has a knock-on recessionary impact at the level o 
global demand and leads to a fall in the turnover of the public 
sector itself, provoking another deficit. In other words, th 
reduction of a public deficit is always more difficult in < 
recession. The answer is to channel investment in new direc 


A New Policy 19 







ons, eliminating some, restructuring others and starting yet 
thers, with the objective of obtaining a faster and more 
propriate response in supply. 

When they are well conceived and adequately financed, 
ubsidies are an important instrument in economic and/or 
ocial policymaking. It is right to say that it would have made 
nore sense to have encouraged farm production, geared to the 
lomestic market, as it would have improved the living condi- 
ions of the mass of the population. But this was not done, and, if 
e food intake of the average Brazilian has not deteriorated 
wer the last two decades, this is because of the increase in wheat 
‘onsumption, which was only made possible as a result of the 
ubsidies policy. Indeed, both the small increase in protein 
‘onsumption and the fact that the daily intake of calories did not 


I 


a during this period were both the result of the increase in 





heat consumption. How can one label as irrational a policy 
which achieved this? Which resources have been better used, 
hose which prevented a deterioration in the country’s human 
sapital, or those used in the construction of the Transamazonica 
dighway or in other grandiose projects? 

Now let us take the case of sugar, which Brazil exports on a 
arge scale at much lower prices than those paid by domestic 
onsumers. Whom does this ‘subsidy’ benefit? To illustrate the 
Bint, let us take the example of the French railway system, 
ertainly the most modern and efficient in the world. Its high 
evel of efficiency is achieved through a subsidy of 2.5 billion 
dollars a year. These subsidies are seen as transfers required to 
achieve the maximum economic rationality and maximum 
ocial usefulness. In the case of oil derivates in Brazil, the policy 
‘snot to subsidise the product, but to charge what is considered 
the best price in the circumstances. This reflects more the tax 
urden that is imposed on the imported product than the 
ternational cost of petroleum. What is subsidised is the 
iy produced sugar-cane alcohol used in private cars and 
axis, and it is subsidised by the petrol consumers. 

The so-called question of de-indexation should be analysed 
rom this point of view. Indexation was created in pursuit of the 
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fantasy that a country can be bestowed with a money an 
capital market overnight. Generally, fixed income bonds are 
protected against inflationary erosion by prefixed indexation, 
that is, by establishing the rate of indexation in advance. From 
the moment the government issued bonds which were totally 
protected against inflationary erosion (post-fixed indexation), it 
eliminated an important element of risk and encouraged the 
holders of non-monetary financial assets to look for similar 
protection elsewhere. Ofall the capitalist countries in the world, 
Brazil became the one carrying the least risk. 

All over the world the value of fixed income bills rises or falls 
in inverse proportion to interest rates, and the real value of the 
latter also rises and falls in accordance with the rate of inflation 
and can occasionally be negative. But in Brazil the system of 
indexation has elimated this flexibility, since it has established a 
rigid bottom line for the fall in real interest rates. If this bottom 
line is six per cent, it means that every year economic growth is 
less than this the share of national income going to rentiers, 
particularly government creditors, increases. The deeper the 
recession, the greater the share going to the rentiers, which in 
Brazil is followed by an increase in the cost of financial 
intermediation. If the country’s terms of trade deteriorate, that 
is, if productivity falls as a result of the relative increase in the 
cost of imports, income distribution is affected by a similarly 
perverse skewing. To try to resolve this problem by ‘purging’ 
the indices used for indexation is like trying to square the circle. 
As always when numerical indices are concerned, you can have 
as many solutions as you want. The only objective solution is to 
index each of the bonds in accordance with the way the money is 
to be used: housing bonds fixed to rents; electricity investments 
to the price of the kilowatt; and so on. It would also be possible 
to set up a special system for small savers in which deposits are 
limited to a certain number of minimum wages and earnings are 
exempted from income tax. What does not make sense is to 
create a situation in which financial capitalists receive 
privileged treatment. 

The question of protecting the real wages of the mass of the 
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opulation is something completely different. The minimum 
gal wage is not the product of market forces. It is the result ofa 
olitical decision and is intended to make sure that workers’ 
ages are not below the level of subsistence. Once defined, it 
akes on the role of a reference mark in the ordering of economic 
ictivities. There are no real difficulties in protecting the real 
alue of the minimum wage, given the simplicity and stability of 
he basket of goods which defines its value. As the minimum 
Wage aims to assure subsistence conditions, it should not 
Jecline when growth rates fall or the economy enters a 
tecession. Only wages of a higher level should fluctuate in 
accordance with market conditions. This is what you observe in 
developed capitalist economies, where the average wage 
ncreases with rises in productivity, and the minimum wage 
on even more quickly. The tendency in these societies is 





towards social homogeneity. 
' But the situation is very different in Brazil. If we examine the 
1970-80 period, we see that average productivity increased by 
70 per cent, while the average real wage grew by only 5 per cent 
and the minimum wage stagnated. This stagnation in the 
ninimum wage was responsible for the relatively slow rate of 
on of the average wage, because wages at the top end of the 
cale grew even more quickly than average productivity. All this 
helped to increase social inequalities in the country. 

Over the last three years the recession has led to mass 
nemployment for the mass of workers on the minimum wage 
and cuts in real wages for those at the middle and top end of the 
scale. What then is the point of ‘purging’ the indices used to 
protect the value of the minimum wage? Wages at the middle 
and top end of the scale are fixed by market forces. But the 
ae wage is outside this scheme and, if it is squeezed, it 
drags down the wages of the vast majority of Brazilians who 
earn up to three times the value of the minimum wage. The 
bjective is to carry out another wage squeeze similar to the one 
imposed in the mid-1960s at the beginning of the present phase 
of authoritarian rule, a squeeze that is even more painful 
because the lowest wages have never recovered from the erosion 
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suffered over the last twenty years. Moreover, it must ie 
pointed out that the present prolonged recession means that 
people cannot make up for the decline in real wages by sending 
another member of the family out to work. 

What is being achieved by pushing down the purchasing 
power of the mass of the population? It is nonsense to claim that 
production costs are being forced upwards by wage increases, as: 
the share of the latter in total costs has been declining with the 
increase in financial costs. So the only objective must be to: 
deepen the recession, adapt the economy to a lower level of 
imports and make it possible for the country to run ever: 
increasing trade surpluses over the next few years so that the: 
demands of the creditors can be satisfied. 


What Can Be Done 


‘Change the wheels of the train while it is travelling at full 
speed.’ This old adage describes perfectly the challenge facing. 
those political forces which are trying to rescue Brazil from the: 
crisis it has been brought to by the techno-authoritarian system. 
The control instruments have broken down, but Brazil cannot 
wait to have them repaired before changing course. What is 
most important ofall is that Brazil recovers its freedom of action 
and takes over full responsibility for its destiny. The synergy of 
an economic system depends on the efficacy of its control 
instruments. The dynamism of the market cannot by itself 
produce this synergy, for regulatory mechanisms that ensure 
the coherence of the whole are equally necessary. At the centre 
of the system is political control, which overrules economic 
forces. 

The agreements that Brazil has signed with the IMF 
considerably restricts the freedom of action of the Brazilian 
authorities in economic affairs. Breaking these links is an 
absolutely essential first step if Brazil is to recover the 
prerogatives of a sovereign state in its negotiations with its 
private creditors. The symbiotic relation between the IMF and 
the big banks has created an ambiguous situation which allows. 
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rivate foreign institutions to influence the direction of our 
conomic policymaking. 
_ The recovery of our freedom of action should not be seen as a 
deterioration in our relationship with other countries. It is not a 
uestion of reneging on commitments undertaken earlier, but of 
reconciling the need to satisfy our foreign obligations with the 
‘recovery of our economy. The increase of our exports cannot be 
separated from the expansion of the domestic economy and, 
much less, be based on a local recession. 
The most intelligent way of approaching negotiations with 
our creditors would be on the basis of an agreement on certain 
general principles with other Third World countries which are 
facing similar situations. This would be the quickest way of 
persuading creditors to accept a global renegotiation through 
which a just division of the losses could be made and the ground 
prepared for a return to normal international cooperation. It is 
lear that the main industrial countries are unwilling to make 
the first move in this direction, either because they lack the 
olitical will to do so or because they have failed as yet to 
ecome aware of the true nature of the present crisis. However 
these negotiations turn out, debt servicing must not be allowed 
to stifle our economy and a great effort must be made to free our 
trade with other Third World countries from the traditional 
on of financing. 
We must be prepared to face a long period of financial 
abstinence on the international financial market. This will force 
us to reconstruct our own financial system, which is today 
largely dependent for finance on resources obtained abroad. 
_ The rebuilding of our policy instruments is surely the most 
urgent task. The excessive opening up of the financial system 
has taken away a large part of the freedom of action of the 
monetary authorities. As they are also heavily dependent on the 
inancial market to roll over the internal public debt, they have 
been reduced to a state of semi-paralysis. In exchange affairs, 
they are little better, for they are heavily dependent on 
btaining foreign loans and have linked the indexation of 
treasury bonds to the dollar. To compound their helplessness, 
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the swelling of the monetary budget has reduced the importan 
of fiscal revenues. 

What our objectives should be is clear enough: 

Regain control over the monetary and financial cir- 
cuits—which will mean that the Central Bank must resume 
its original function of efficiently policing the financial 
intermediaries, of controlling the liquidity of the economic 
system, and of administering interest rates; 

Provide the public sector with other sources of financing so 
that it no longer stifles the private sector—which will 
require fiscal reforms that effectively increase the rate of 
savings and ensure a consolidation of the internal publie 
debt on foundations that can be supported by the society; 
and, 

Restore the cruzeiro as the only reference currency in the 
economy. 

Once full control over the policymaking instruments is 
regained, it will be possible to direct investments and public 
expenditure in general in a new direction. At the moment, 
investment is at a very low level. The situation is reminiscent of 
one in which a runner is attempting to move forward, but finds 
that the track is slipping away under his feet in the opposite 
direction, and at a much faster pace. The investment efforts are 
wiped out by the low level of efficiency resulting from the 
generalised disorder. The basic problem is not the level of 
investments, but the lack of coordination between them. Some 
investments ought to be stopped, others restructured over a 
different time period, others reorganised so that their functions 
are changed, and yet others simply enlarged. 

What is required is the rebuilding of structures; simple 
market logic is not enough, as this would necessarily lead to a 
greater underutilisation of resources. Only an overall view, 
worked out in detail, will enable more efficient ways of using the 
available resources to be developed. If productivity increases, it 
will then be possible for the rate of savings to increase. This 
second objective can only be successfully realised if the model 
of development is changed so that a much smaller proportion of 
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otal savings goes to non-productive activities. If the rate of 
savings is not improved, inflationary pressures will increase and 
the social cost of development will go on rising. 

_ The limitations imposed from abroad combined with the 
present anti-social model of development create internal and 
external disequilibria that restrict growth rates. Only a change 
in the kind of development towards less elitist patterns of 
consumption will enable the country to obtain reasonably high 
growth rates in unfavourable world conditions. 

| To sum up, what must be done is to recover the country’s 
meoom of action, to rebuild the instruments of economic 
policymaking, to redirect investment and to change the 
development model. The task is extraordinarily complex, but it 
‘can be performed with the use of the technical skills available in 
the country. However, it will only happen if Brazilian society 


produces the political will that is required to overcome the 


‘present inertia. But it must not be said that there is no 
alternative to recession and impoverishment. Men and women 
do not choose the circumstances into which they are born, but 
they are responsible for the choices they make in the face of the 


options they are given. 
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Prospects for the Brazilian Economy* 


Paraphrasing those Brazilian right-wing economists who see 
fallacies in every argument which brings to notice the glaring 
social injustices characteristic of our country, I shall state that 
the economic policy being followed by the government is: 
founded on five propositions, whose falsity can be easily: 
demonstrated. 

The first is the fallacy of international interdependence. It is 
clear that in the world today there exists a certain degree of! 
interdependence between all countries, even between those | 
which believe themselves to be enemies. But, as in George | 
Orwell's Animal Farm, a few countries—those which call the 
shots, which enjoy the privileges—are more ‘interdependent’ 
than others. How can it be forgotten that the power of issuing 
currency for international use is the privilege of a few, or more | 
precisely, of the United States? How many countries can call on 
large reserves of gold and convertible currencies to defend their 
own currency and help their own banks with foreign operations 
at times of crisis? How many countries possess the financial 
power to stock primary products and force down the prices of 
those they import? How many countries have the right of veto in 
the international institutions which lend money and create 
liquidity? 

It should not be forgotten that the degradation of our terms of 
trade and the rise in interest rates during the period 1979-82 
cost Brazil more than US$40 billion. This loss of resources was 
brought about by measures taken by other countries in defence 
of their interests, and we can do little, or nothing, to counter 
them. In the most recent report of the Organisation for 


* Talk given at the Instituto Pedroso Horta, Brasilia, on 28 January 1983. 
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Economic Cooperation and Development (OECD) it is 
explicitly stated that the transfer of resources from the Third 
World to the industrialised countries accounts for a substantial 
part of the easing of inflationary pressures in the latter. In short, 
while our leaders make speeches about interdependence, the 
international system operates to concentrate income to the 
benefit of the rich. 
| The second is the fallacy that international bankers under- 
stand our problems and are better judges of what is good for us 
than we are ourselves. In 1980 when I stated that Brazil was 
heading for bankruptcy and that an urgent change of policy was 
needed, top-ranking managers of some of the foreign banks with 
the largest exposure in Brazil stated categorically that every- 
thing was proceeding in the best way, and that the country 
should be proud of how well its international financial relations 
were being administered. And the nation’s leaders, who 
responded with sarcasm to my warnings, presented the ‘author- 
ised’ opinion of the big bankers as proof that the best policy was 
being followed. 
| Thirdly comes the fallacy that our creditors are very con- 
cerned with what we decide at this time, as if the solution to the 
international financial crisis depended on us. If the banks push 
us towards the IMF it is because in this way they hope to extract 
funds from this institution which will help pay the interest we 
owe them, and not because benefits will accrue to us from sucha 
step. The problem of the banks is a short-term one, and can only 
be resolved by the countries in a position to create international 
liquidity. However much we contort ourselves and our people 
go hungry, we shall not produce many dollars to help the banks. 
Our export earnings have been reduced by the protectionism of 
the rich, by the impoverishment of Third World countries 
which i import our goods, by the falling prices of our exports, by 
a growing difficulty in getting foreign financing for our 
xports, and so on. As long as this situation lasts, we can do 
Phthing to help the banks. 

The fourth is the fallacy that our development is based on an 
important inflow of external savings. External savings have 


28 No to Recession and Unemployment 





performed a strategic role in our development when they ha 
been well used, as in the case of the construction of the Volta 
Redonda steelworks and the Paulo Afonso hydro-electri¢ 
scheme, to quote historic cases. When they are badly used—to 
finance public or private consumption, or foolish investments, 
like the Transamazonica highway and similar projects—they 
do enormous damage to our economy. Funds raised abroad 
should be considered primarily as an extension of our import 
capacity, and only secondarily as a complement to savings. If 
we look closely at our past development, we soon notice that the 
value of capital inflows is approximately equal to the cost of this 
capital in interest and dividends. To sum up: foreign financing 
extends our capacity to import, but our development has been 
used on internal savings. We should recognise that the reckless 
policy of indebtedness in recent years will make our future 
development more difficult, since debt-servicing will absorb 
part of our internal savings and part of our import capacity. To 
recover the growth rates we experienced in the past, we need to 
raise the rate of internal saving and boost our export drive. 

The fifth and final fallacy is the thesis that the best way out of 
the serious situation in which we find ourselves is to persist in 
recession and demand even greater sacrifices from the people. 
Recession does not raise our export capacity, since it increases 
production costs and intensifies inflationary pressures, through 
the reduction of tax revenues and the consequent need to resort 
to the monetary financing of the public sector deficit. Further- 
more, it is not for lack of export capacity that our foreign sales 
remain in stagnation, but simply because external demand is 
too weak. 

What the recession does do is to reduce imports in the most 
expensive way for the economy and for society. Past experience 
clearly teaches us that a selective control of imports, within the 
context of a properly formulated economic policy, allows the 
achievement of a modest growth, or even decline, in foreign 
purchases together with a steady increase in production for the 
domestic market. Since this is so, why resort to the socially most 
costly manner of reducing imports? 
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It is true that to avoid recession under present circumstances 
two conditions must be fulfilled. Firstly, the interests of Brazil 
should be placed before those of the international banks when 
the foreign debt is renegotiated. Secondly, a rigorous policy of 
recycling in the industrial sector should be adopted to reduce its 
dependence on imported inputs and with the aim of satisfying 
the general needs of the population. It should be borne in mind 
that the cost in foreign currency of popular consumption is well 
/below that of the consumption of high income groups, and that 
‘the richest ten per cent of the population take almost half of the 
‘country’s income. But this second condition can hardly be 
‘satisfied if the agreements with the IMF are put into practice. 
_ The fundamental problem, therefore, is to know what room 
for manoeuvre is left to us and what needs to be done to increase 
‘our freedom of action. If it were up to me to prepare an agenda 
for the debate which I hope will begin on these issues, I would 
‘venture to suggest three points. 

_ The first of these is summed up in the following questions: 
What is the nature and the extent of the undertakings given by 
the Brazilian government to its creditors? Is it true that Brazil 
‘has given up applying its own laws and the principles of 
International Public Law so that it can be judged according to 
‘the legislation of New York State? That it had agreed to 
‘mortgaging the buildings of our embassies and consulates as 
‘security? What is the value of the liabilities of the foreign-based 
‘subsidiaries of state companies? What is the extent of the 
‘commitments being assumed in the course of renegotiating the 
foreign debt? The reports being published by the press are 
important but include many ambiguous points. Each item of 
‘the memorandum of understanding annexed to the first so- 
‘called letter of intent of January 1983 requires explanation. 
Does there exist, or will there exist, some other document not 
revealed to the public? It is worth remembering that such a 
document could take the form of a letter from the Brazilian 
executive director at the Fund, which would give it the 
character of an internal instrument of the Fund. An indication 


| of the importance such a document might assume was given by 
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a procedure used in the IMF’s agreement with India. In this 
case, the reference in the letter of intent to the role of the Indian 
parliament in determining the country’s economic policy was 
clarified by a confidential letter to the IMF from India’s 
executive director at the Fund. In this letter, the director made 
it clear that the reference was not meant as a way of establishing 
a limit to the Fund’s control. 

In the burdensome loan of US$4.4 billion which the Brazilian 
government negotiated in early 1983 with almost the whole of 
the international private banking community, there is a clause 
which makes the handing over of funds, distributed in four. 
instalments, conditional on the periodic approval by the Fund: 
of Brazil’s economic policy. It is therefore very important to find 
out precisely what rights at an international level have been 
signed away by our government in its agreements with the IMF. 

The second point on the agenda can be summarised by the 
following question: What is preventing the government from 
defining clear policies in the monetary, exchange and fiscal 
areas? It is undeniable that the present high level of real 
interest rates is forcing companies into bankruptcy, regardless 
of their standards of efficiency, and is paralysing private 
investment. The great problems which affect us—unemploy- 
ment, inflation, soaring increases in the domestic public 
debt—cannot be solved if these absurd interest rates persist. To 
argue that Brazilian banks depend on funds raised abroad to 
maintain their lending is not enough, for internal loans are 
made in cruzeiros. A reduction in foreign deposits could be offset 
by an increase in domestic deposits, without in the process 
stoking up inflationary pressures, if the Central Bank so 
decided. There is no technical reason why moderate interest 
rates cannot be reconciled with adequate profitability for the 
banks, as long as private savings are not totally absorbed by the 
public sector. 

The contradictions in the field of exchange policy are no less 
striking. Why give up the policy of differential exchange rates, 
as the agreement with the Fund dictates, if the balance-of- 
payments problems originate in the capital account and the 
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xchange rate has become an important ingredient in the 
financial stability of companies? 

_ Moreover, what explains the fact that the government has 
permitted a persistent decline in taxation levels since the 
‘mid-1970s, at a time when it has been engaged in increasing its 
share ‘of total expenditure? The seriousness of the problem is 
shown by the fact that in 1981 the consolidated cash deficit of 
the federal public sector was half as big as the whole of the 
federal budget. There are only two possible explanations of such 
a State of affairs: either the government intends to suck up all 
available domestic savings and force the private sector to look 
abroad for all its finance; or the government intends to use 
foreign finance to cover a sizeable part of its essential expendi- 
‘ture. Neither option makes any sense for Brazil. But the only 
way to correct the situation is through a profound overhaul of 
public finance. 

The third and final item on my agenda concerns the future 
this country faces if all investment ceases. We are in the third 
year of recession, and industrial employment has dropped to its 
fievel of ten years ago. The international situation continues to 
be uncertain, and the adjustments being made, or planned, by 
rich countries in no way take into account the situation of the 
‘Third World. If we carry on with present policies, in a short 
‘time we shall have dismantled, or made obsolete, a good part of 
our capital goods industry, though we need this sector if we are 
to be able to make our own independent decisions in the field of 
development. As at present all public sector investment plans 
are being indiscriminately cut down, heavy equipment manu- 
/facturers face the prospect of bankruptcy in two or three years’ 
time. If this happens, how many more million people will join 
the present mass of unemployed? What will these young people 
‘think of their country, after they leave universities and technical 
colleges only to face the frustrations and humiliations of chronic 
‘unemployment? 

| What is beyond my comprehension is that those in power 
appear not to know that our development over the last fifty 
‘years has been essentially the building up of the domestic 
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F rom ‘Well Administered’ Debt 
to Submission to the IMF 


Inone ofhis tales, Kafka related the strange case ofa faster who, 
in the exploiting hands of a skilful entrepreneur, exhibited 
himself in public in a case. One day, exhausted by a fast which 
had gone on much longer than usual, he was about to breathe 
his last when someone wanted to know why he behaved in this 
way. He replied that he did not enjoy eating, for he could never 
find anything to whet his appetite. Brazil in recent years calls to 
a this story of Kafka: unimaginable measures are taken to 
prolong a process of self-devouring indebtedness—the economy 
‘is brought to a standstill, investments are distorted, inflation 
‘stoked up, the people impoverished . . . perhaps in the future, 
when the damage now being done to the country is totted up, 
“someone seeking the reason for this behaviour will be given this 
‘reply: the leaders of the time said that they could not find 
anything better to do. 

_ The situation of latent bankruptcy into which the country 
had been plunged by the end of 1982 was no surprise for even 
moderately well-informed observers. It had become obvious in 
the first half of the year that the policy in force was based on 
‘unrealistic suppositions about the behaviour of external vari- 
ables and that the rapid growth in short-term debt was the 
result of desperate efforts by the authorities to postpone 
renegotiating the debt until after the elections in November 
(1982. In this race against time everything was permitted, from 
concealing information to furtive visits to the IMF and urgent 
appeals to the US monetary authorities. Had the latter not 
‘intervened with the big creditor banks, the reserves would have 
been exhausted before and a moratorium on debt repayments 
declared. The price to be paid for this so-called ‘good admini- 
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stration’ of the debt will only be known with time, particularly 
as regards the loss of independence in economic policymaking 
and, more broadly, in the setting of the country’s foreign policy, 

The reduction in the government’s room for manoeuvre has 
occurred at a time when international power structures have 
become dislocated and need to be reconstructed in one way or 
another. At this stage in the crisis into which the ‘well- 
administered’ debt has plunged us, it is to be hoped that the new 
Brazilian Congress will begin a wide-ranging debate on the way 
economic policy is being managed. We should all contribute 
honestly and loyally to this debate, which hopefully will be 
taken up also in the universities and the press. As long as it is 
recognised that the interests of Brazil should be put before those 
of the bankers and that the latter will be best served by 
preventing our economy from grinding to a halt or regressing, it 
will not be difficult to mobilise around consensus policies for 
rescuing the country, even if these entail further short-term 
sacrifices. 

What Brazil is facing at present is not a short-term liquidity 
crisis of the sort that can be corrected by compensatory loans. 
In reality, the country is suffering from an external squeeze, to 
use an old expression, a structural balance-of-payments dis- 
equilibrium which has lasted now for more than ten years. The 
roots of this imbalance are to be found in the period of the 
‘economic miracle,’ when it was thought that the interests of the 
country were best served by opening the economy to the exterior 
in a wide-ranging and lasting fashion, making its development 
dependent on an increasing involvement in world trade. 

Instead of reviewing this strategy when the oil crisis blew up, 
the policymakers opted for the foreign debt option; the resultant 
debt burden increased the structural imbalance, leading to the 
present disastrous situation. As a result, it will only be possible 
to resolve the liquidity crisis and reflate the economy at the 
same time if the structural imbalance is corrected. This requires 
a rethinking of investments, or, in other words, a new strategy 
aimed at reducing the economy’s vulnerability to external 
forces. To be sure, this concern lies behind the present policy of 
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import substitution in the energy sector. But it is necessary to go 
much further and to recognise that if Brazil’s development 
remains dependent on ever-increasing openness to external 
forces, the country will have to accept much lower rates of 
growth. This rejection of present policies does not mean that I 
‘underestimate the importance of foreign trade, for it clearly 
opens the way to technical progress and makes it possible for us 
‘to achieve economies of scale and take full advantage of our 
‘immense natural resources. But this policy should be used 
“selectively. The economy should not be opened up to external 
forces in an indiscriminate fashion, so that it is forced into 
stagnation when conditions on the world market are unfavour- 
‘able. Historical experience teaches us that the development of 
‘the country can be based on building up the domestic market. 
__ If we look to the future on the international front, we cannot 
‘fail to acknowledge that prospects are far from promising. Both 
the high cost of money and reduced world liquidity, not to 
“mention stagnating production, act to depress world trade. 
| Statistics available indicate a reduction in international bank 
lending starting in 1982. The squeeze has been particularly 
! sharp in the area of interbank credit, which in the Eurocredit 
“system is the means by which funds are channelled to the banks 
which lead financing operations. And finally it is now taken as 
sin that the level of unemployment, which, it was imagined 
would reach a ceiling in mid-1983, will continue to rise in 1984, 
“when i it is likely to reach 33 nell floras in all OECD countries. Nor 
‘is it easy to spot favourable prospects for an effective and lasting 
fall in interest rates. The 1984 deficit in the US federal budget is 
likely to remain at the high level of 6 per cent of the GDP, 
which means that the financial market will continue to be under 
'pressure to finance it. 
| The elusive behaviour of the world economy during the last 
decade defies any simple explanation. But it is beyond doubt 
that the growth in world trade in the 1970s occurred on an 
Jincreasingly precarious basis, for to a large extent it depended 
on the recycling of petrodollars, together with the ever- 
increasing indebtedness of Third World and _ socialist 











36 No to Recession and Unemployment 


economies. A wide-ranging financial overhaul is now required, 
if the capacity of debt-ridden countries to import is to be 
rebuilt, Failing this, the revival of world trade remains depen- 
dent on a vigorous resumption of growth in the industrialised 
countries, which is unlikely in the immediate future. To come 
about spontaneously, such a return to growth depends on the 
convergence of a large number of factors, which is highly 
improbable in the near future. ‘'o come about as a result of 
deliberate policies, the governments of the leading industrial 
ised nations would have to coordinate their actions at various 
levels; and this would run counter to the doctrinal positions 
which now hold sway. 

It should not be inferred from these observations that the 
situation will necessarily get worse. Some steps might possibly 
be taken towards accepting a coordinated reduction in the 
working week and lessening the fiscal pressures on companies. 
But it is also probable that neo-protectionist tendencies will be 
reinforced, even if the laissez-faire rhetoric is maintained. The 
debate which took place at the ministerial meeting of the GATT 
in late 1982 showed not only how widely concern is felt, but also 
exposed the lack of a global outlook and the timorous spirit of 
the national leaders on whom a return to growth is most 
dependent. 

It is against this background that we should reflect on our 
future. If the world economy is destined for a long period of low 
growth rates, it is our duty to ask if there is not an alternative for 
this country in which half the population is as yet only partly 
integrated into the market economy. And we should also 
question the decisions made at the orders of our creditors to tie 
our hands and impose the IMF’s supervision to find out 
whether or not others will hinder us in our search for an 
alternative. How can we accept that decisions which compro- 
mise the future of the country should be taken by technocrats 
behind locked doors? 

Certainly, little room still remains for manoeuvre, and the 
decisions to be taken are far from easy. Moreover, we live ina 
world in which unilateral acts are becoming less and less 
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ffective. But should a blind eye be turned to the fact that the 
ives of a whole generation of Brazilians are at stake? During the 
Great Depression of the 1930s the governments of Britain and 
rance suspended their respective debt payments to the US 
government with the justification that their obligations towards 
their own people took priority over those to their creditors. 
Had action been taken in time, Brazil’s problem would not 
ve been one of suspending payments but of renegotiating 
principal payments, so as to avoid the economic strangulation 
which has now come about. Between 1977 and 1981, 21 country 
debt renegotiations took place, including eight in the latter year. 
Of course, the bankers do everything to put off renegotiation, 
and, when obliged to accept it, they demand guarantees that 
‘interest on the debt will continue to be paid, without which the 
profitability of their lending would decline. As the countries 
which seek to renegotiate, invariably do so when they are close 
to bankruptcy, the bankers act from a position of strength, 
‘obliging the debtors to make every sacrifice to ensure that the 
‘debt will be paid. Once principal payments have been renego- 
‘tiated, the payment of some of the interest is refinanced, as long 
_as the debtor country undertakes to cover the rest with its own 
Be ources. If the renegotiation of the principal takes places on a 
commercial basis, the banks have nothing to lose. Good 
debtors—and the US government is the best example—never 
repay the principal of their debts. In the past many renegotia- 
‘tions have implied losses for the creditors, but this has 
happened relatively rarely in the post-war period. The excep- 
tion is when political factors play a role, as was the case in 
Indonesia, which, after Suharto’s coup, was able to renegotiate 
the whole ofits debt over a period of thirty years without paying 
interest. This does not exactly constitute a precedent, but serves 
to show that the rules of the game can be altered when it suits 
certain parties. 
| While they can, private bankers enforce the so-called ‘short 
rein’ policy; in Aihes words they concede the minimum amount 
of relief. This policy has meant that many countries have been 
forced to renegotiate their debt on an almost permanent basis, 
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making it impossible to obtain fresh funds to reconstruct their 
economies and develop their capacity to repay their debts. In! 
recent years, part of the whole debt renegotiation set-up has 
been the imposition of monitoring by the IMF, with its 
monetarist vision of economic policy. 

The secret renegotiation which the Brazilian government 
undertook in the final months of 1982, with the aim of 
guaranteeing resources to see it through 1983, involved 
rescheduling the principal (US$7 billion in amortisation) and 
refinancing a little more than a third of interest payments 
(US$3.5 billion), making a total of about US$10.5 billion. The 
IMF contributed US$2.5 billion to this total and the central 
banks, led by the US Federal Reserve and coordinated by the 
Bank for International Settlements, US$1.4 billion. It was 
arranged for the remaining US$6.5 billion to come from the 
private banks, most of which agreed merely to roll over loans on 
the short rein principle. In accepting this scheme, Brazil also 
undertook to obtain a US$6 billion surplus in its trade account, 
which, it was stated, would reduce its current account deficit to 
US$6.5 billion. If we examine just the goods and services 
accounts (excluding interest payments), we see that the country 
has agreed to transfer a net US$3.5 billion abroad, although the 
foreign debt has increased by at least US$5 billion. 

This policy approved by the National Monetary Council in 
October 1982 had the sole aim of assuring foreign creditors that 
the Brazilian economy would adapt itself, at whatever social 
cost, to the requirements of the debt reorganisation scheme. 
Indebtedness would continue, but now with a net volume of 
resources leaving the country. Some observations should be 
made in this respect. It should not be forgotten that Brazil is a 
country with an extremely low import ratio: in 1982 the value of 
imports was equivalent to only 7.6 per cent of the Gross 
Domestic Product (GDP). Unless stock levels are high, this 
means that any further drawdown in imports will lead to a 
reduction in the level of domestic output. This 1s the well-known 
phenomenon of short-term import inelasticity, which in the past 
has led many economists to state that import substitution, if it is 
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70 be carried out without excessive social costs, requires 
medium-term planning. 

_ Let us assume, as an extreme case, that a 20 per cent fall in 
imports is exactly reflected in GDP. Since GDP in 1982 totalled 
US$280 billion, the loss in domestic output in 1983 would be of 
the order of US$56 billion. At the other end of the spectrum, let 
us assume that the cut in imports leads to no reduction in GDP. 

This would require a cut in the import ratio from 7.6 to 6.1 per 
cent, which would only be possible in the event of large-scale 
structural modifications, a development which is very unlikely 
to happen in the period of just one year and without any 
planning. Let us assume an intermediate case, whereby the 
import ratio falls to 6.8 per cent. In this case the loss of output 
would total US$30 billion, corresponding to a drop in GDP of 
ust over 10 per cent. Bearing in mind the sharp cutback in 
public expenditure demanded as a priority by the IMF, it would 
seem that the government has agreed to a hefty reduction in the 
evel of economic activity, though this has not been made 
explicit, much less justified, before public opinion.’ If itis wrong 
to adopt an economic policy of this type in the first place, it is 
worse still to come to an understanding with the IMF to stick to 
‘t for several years. Once the country has accepted IMF 
supervision, any vacillation or step backwards will put it in an 
even more difficult situation, for in the next round of negotia- 
tions, even greater impositions will be made. 

_ How can abdication of one’s freedom of action be justified 
ander present circumstances? It is well-known that the banks’ 
3reatest concern is to prevent the large debtors from being 
declared in default or bankrupt. Such a declaration is made by a 
‘udicial authority upon a creditor’s application. As the big 
sreditors are most anxious to prevent this from happening, the 
dea of a large country like Brazil being declared in default can 
‘or all practical purposes be discarded. If this were to happen, a 
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‘ In 1983 the GDP actually declined by 7.1 per cent as the imports were 
| reduced only by 15 percent. The level of public expenditure had not been cut 
/ as much as the IMF had required. 
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off, and it is known that in the case of the big US banks the ral 
between capital and assets has already declined substantially 
and is now situated between 5 and 6 per cent. It should not be 
forgotten in this context that if Mexico were declared in default, 
the world’s largest bank, the Bank of America, would have to 
write off assets equivalent to 70 per cent of its capital. We now 
know from official declarations that the Federal Reserve, the US 
central bank, will act as lender of last resort if the big US banks 
come under threat. Thus the smaller banks are now able to 
withdraw from the positions in which they are most exposed. In 
the sure knowledge that, under the leadership of the Federal 
Reserve, the other central banks will intervene, the private 
banks have recovered their confidence, as was shown by the 
swiftness with which they put up US$6.5 billion to cooperate in 
the Mexican rescue operation. 

It is evident that the real problem is the world recession and 
that the economic strangulation of indebted Third World 
countries only makes the situation worse. If the recession is 
prolonged, the deposits in the hands of the international banks 
will inevitably continue to decline. Ifa financial collapse occurs, 
then, it will be because of the recession rather than the 
suspension of payments by Third World countries. To the 
extent that Brazil defends itself from the recession, it will be 
helping to restore international equilibrium. Arguing its case 
from this point of view, the country should thus prepare, among 
other things, to demand unilaterally the re-ordering of its debt, 
making the request with sufficient flexibility to allow the 
creditors to make counter-proposals. If Brazil has to make 
sacrifices, it can agree to do so without giving up the right to 
make its own decisions. It is essential that it retains this right, 
for only in this way can it work towards an alternative solution 
that gives priority to the interests of the Brazilian people. We 
must do all we can to change the present course of events, so that 
people in the future cannot say that this generation gave up the 
struggle in the middle of a battle of decisive importance for the 
future of the country. 
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‘Feudalised’ System of 
ecisionmaking 


In modern societies State spending is controlled by means of a 
‘consensus between the forces on which the system of political 
power is based. The well-known principles of public finance—a 
single budget based on a common standard for all outgo- 
ings—are norms, the application of which obliges the different 
groups to make their objectives explicit, thus facilitating the 
formation of consensus. The involvement of politicians is 
fundamental to this process. 

After 1964, political and institutional changes in Brazil took 
away this role from politicians, shifting the confrontation 
between the forces which hold power to within the Administra- 
‘tion itself. Under these circumstances, the consensus had to be 
replaced either by a form of totalitarianism—concentration of 
power to define the state’s priorities in the hands of a 
self-designated group—or by the fragmentation of the 
decisionmaking system, a form of ‘feudalism’, which operates 
without any unity of purpose. At a time when the economy is 
‘going well, it is always possible to reach agreement on how the 
‘cake should be divided. But, in the middle ofa crisis which leads 
‘toa fall in growth rates, as happened in the mid-1970s with the 
/hike in oil prices, the frictions tend to grow, since each of the 
‘power-holders considers himself to have the authority to 
establish priorities in the sectors he controls. 

As the possibility of scaling down the projects which are in the 
ends of these groups is either small or non-existent, the further 
‘the process of fragmentation advances, the more irreversible it 
‘becomes. Moreover, any attempt to make the resources 
; He cjuired for the projects compatible with the funds really 
available involves abandoning works and implies high costs. 
Bs is the main reason why the average productivity of our 
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investments has fallen so drastically. Even if we could achieve ¢ 
GDP growth rate of 5 per cent (which nowadays is an ambitious 
target), the product/capital ratio would be reduced to 0.25 
since investmenis are running at about 20 per cent of GDP. This 
productivity rate corresponds to half of what the country has 
achieved historically. The decreasing efficiency of the produe: 
tive system is clear for all to see. 

Let us examine the problem from another angle. How is i) 
that the government, which is able to push whatever measures ii 
wishes through the legislature, nonetheless draws up a fisca 
budget which is totally inadequate for ensuring coherent State 
action? The only explanation is that decisionmakers in the 
public sector are so divided that they cannot agree on a coheren) 
course of action. Far from being determined by an overal 
strategy, spending is decided according to the convenience 0 
the moment. Indeed, in 1982 the consolidated budgetary deficit 
including that of state companies, totalled some 3 trillior 
cruzeiros, or about 6 per cent of GDP. If we include nearly 4 
trillion cruzeiros allocated in the fiscal budget for financing those 
same companies and for swelling the monetary budget, the tota 
is equivalent to about 10 per cent of GDP. All this reveals not 
only the lack of overall criteria in decisionmaking, but also the 
undemocratic nature of the decisionmaking system; too many 
important decisions are taken behind locked doors, and the 
people’s representatives not even informed. 

The tensions and frictions generated by the irrationa 
decisionmaking system have undermined the political institu: 
tions which are now unable to carry out their basic function: 
adequately. Thus, the confusion between the administratior 
of the domestic public debt and the creation of liquidity has lef 
the Central Bank incapable of defining a monetary policy 
Without a monopoly in printing money, and with wide-rang 
ing responsibilities in the field of specialised credit and th 
administration of subsidies, the Central Bank has completel; 
lost its true function. The responsibility for issuing publi 
debt bonds has been taken from the Treasury and the fund 
which this activity yields are dissipated in credit subsidies 
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his debt feeds on itself and its cost is not included in the fiscal 
udget. 

This bustle of contradictory activity of the government 
fannot be explained by negligence or incompetence. More 
orobably it reflects the pressures on bureaucratic decision- 
akers. 

_ In analysing high inflation economies, one must distinguish 
detween the points at which inflationary pressures appear and 
he mechanisms by which they are spread. The expansion of 
money supply and indexation help to spread inflation. The 
indexation of wages does not generate inflation, but facilitates 
‘ts spread. On the other hand, a wage squeeze allows inflation to 
achieve its aim of concentrating income. The battle against 
inflation, then, is not restricted to rebuilding institutions. It is 
not enough for the Central Bank to regain efficiency, carry out a 
fiscal reform, and so on. Above all, consensus must be sought 
mong decisionmakers with regard to the extent of government 

action and the priorities which it must reflect. In modern 
pluralist societies this consensus is reached through the 
involvement of politicians, through the bodies which represent 
the will of the people. 
In present circumstances in Brazil, the main centres of 
inflationary pressure are located in the system of incentives and 
‘the chaotic state of public investments. The elimination of these 
centres necessarily involves changes in relative prices to allow 
‘the country to maintain the desired level of exports without 
resorting to subsidies. And it requires overall state spending to 
be limited by the state’s capacity to raise real resources without 
reducing private sector productivity and without creating social 
tensions. 
_ The governmentis not aiming at either of these two objectives 
with its present recessionary policies, but merely to reduce the 
‘economy’s capacity to generate resources. The evils of inflation 
are compounded by those of unemployment. Recession will not 
show us the light at the end of the tunnel. As a first step we must 
reach agreement on how to distribute the sacrifices we shall 
inevitably have to make. 
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The Logic of Brazilian Industrialisation. 





What direction will industrialisation in Brazil take once the 
present crisis is over? We should not forget that Brazil is only 
halfway along the road to industrialisation. The capital goods 
industry, which reflects the economic system’s capacity for 
self-transformation, is still at a formative stage, and its future is 
difficult to foresee. Without a deliberate policy to ensure 
technological advance in this sector, the process of industrial- 
isation based on the domestic market will be under threat, 
Other directions could be taken, probably towards integrating 
Brazilian industry into the industrial systems of the developed 
countries, which would provide the equipment incorporating 
modern technology. 

The rationale for the industrialisation which has taken place 
in Brazil following the crisis in the primary product export 
system lies in the formation of the domestic market. Industrial 
activity only got going in a big way once the dynamic centre of 
the Brazilian economy had been established at home. As long as 
the domestic market lived on supplies of imported manufac- 
tures, it remained in a state of atrophy. Industry nurtured the 
domestic market and at the same time grew with its support. In 
the years between 1947 and 1967 the domestic market grew 
fourfold, while the supply of imported finished products fell in 
absolute terms. In a subsequent phase, Brazil’s industrial 
system began to operate on the world market, exporting a 
modest but still significant part of its output. Its competitive- 
ness on the world market was a by-product of growth on the 
domestic market. 

The foremost question today is what the thrust of Brazil’s 
industrial system should be in coming years: to give priority to 
building the domestic market, or to extend its international 
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IP iverent? Of course the industrial sector should pursue both 
ims. But its growth strategy and its role in moulding Brazilian 
ociety will be quite different according to its principal goal. It 
‘an be argued that there is no contradiction between the two 
rbjectives. Indeed, in highly industrialised countries, industry 
nakes its biggest contribution to growth by seeking to maintain, 
Or raise, its international competitiveness. In countries which 
jave achieved a high level of accumulation, the industrial 
system is competitive in practically all its segments. This is 
because the level of consumer income is very high and on the 
whole the production sectors serving the domestic market show 
a high degree of sophistication. As a result, in its foreign trade in 
manufactured goods, it is more concerned to have diversified 
supplies, particularly at the level of product technology, than to 
abtain gains in physical productivity. 
, But the situation of a relatively low-income country such as 

razil is manifestly different, for the purchasing power of the 
xreat majority of consumers is very modest. Some industries 
nill be able to show high physical and economic productivity, 
na par with international standards. However, as a high level 
of productivity means high investment per employee (including 
mvestment in the human factor), the existence of industries in 
the technological vanguard and the achievement of inter- 
aational standards is offset by the presence of numerous 
segments of industry operating well below these standards. In 
‘his way, while there can be industries technologically equipped 
or international competition, the industrial system as a whole is 
1ot. 

The extent to which a country’s integrated industrial system 
‘s competitive on the world market is to a large degree the result 
of the investment effort which a country makes in research and 
development. Brazil already makes a considerable endeavour in 
this field, distinguishing itself in this respect from other Third 
World countries. It invests about 0.6 per cent of GDP in this 
sector. But the advanced industrial countries allocate a share of 
domestic production some three to five times greater. Further- 
more, as their per capita income is on average five times higher 
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than ours, the per capita resources which they direct to researc 
and development are on average twenty times greater tha 
ours. How, then, can Brazil’s industrial system achieve levels « 
productivity similar to those in developed countries? Th 
situation would be different if we had not set out to create a 
authentic industrial system but, instead, had set up industrie 
which from the beginning were integrated with others abroac 
In this case, the type of industrial activity we chose would hav 
been based on static competitive advantages, such as thos 
which stem from the abuse of non-renewable natural resources 
or low wages. 

Currently, it is imagined that low wages are an importan 
factor in international competitiveness. But this cannot be tru 
for a country suchas Brazil, whose industry is the decisive facto 
in building up the domestic market. If wages remain low, thi 
population’s purchasing power does not rise: therefore, thi 
population cannot constitute a market for sophisticated indus 
tries which can compete internationally. Industries whiel 
exploit cheap labour do not depend on the domestic market ti 
grow; they are set up already tied to the world market. From th 
point of view of their place in the economic system, industries 0 
this type are hardly different from primary product expor 
activities. 

Certain industries, such as those which produce industria 
and agricultural inputs, gain particular benefits from 
economies of scale. For this reason, it may be a good idea fo; 
them to promote exports, even if their main market remains a) 
home. In this case it is highly advantageous to Brazil for suck 
industries to be ahead in the technological race, for the 
reduction in average costs brought about by exporting leads te 
increased productivity for the industries which use these input: 
and serve the domestic market. 

The fact is that the industrial exports of a country whose 
industrial system is mainly linked to the domestic market, are 
seldom based on the use of cheap labour. When they are based 
on cheap labour, as in the case of the so-called ‘maquiladora’ 
assembly plants in Mexico, near the border with the US, the 
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tivity can never be integrated into the industrial system of the 
untry in which it is located. Only technological advance, at 
ie level of both the product and the process, can ensure 
iternational competitive capacity for an industrial activity. 
razil’s policy for industrial exports, then, must have a highly 
*lective character, for technological advance must be recon- 
led with the expansion of the domestic market. 
The effort of securing a place on the world market almost 
1evitably tends to produce technological diversity. Certain 
idustries, or sections of industries, strive to occupy positions in 
ae forefront of technological advance, but the industrial 
stem as a whole remains at a level of sophistication corre- 
onding to the characteristics of the domestic market. In Brazil 
ne picture has become somewhat confused because extreme 
come concentration has created the illusion that our stan- 
ards of consumption could rival those of much higher income 
untries. But this has not prevented technological diversity, for 

e mass of the population remains integrated into the market 
nly for the purchase of simple manufactured goods. The 
Iternative would have been the progessive destruction of 
idustrial sectors incapable of competing with imports, and the 
egression of a growing portion of the population to a way of life 
ear to that of a subsistence economy. 

The present confusion over the direction to be taken by 
idustry in Brazil reflects the lack of clear ideas on the nature of 
ur industrialisation. It is currently said in certain circles, both 
thin and outside the country, that a large part of Brazil’s 
idustry is ‘obsolete’. The question arises: ‘Obsolete with 
espect to what?’ Clearly these people regard as obsolete every 
ompany which does not present the standards required for 
onfronting international competition. From this point of view, 
is only in exceptional cases that Brazilian firms have not been 
bsolete. On the other hand, with respect to their capacity for 
eveloping the domestic market, they neither were, nor are, 
bsolete. 

We should bear in mind that, as the result of the growing use 
f computers in many manufacturing activities in which the use 
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of labour is still relatively intensive, and the general switch t 
robots, competition in world manufactured goods markets wii 
become even tougher. Inevitably, the investments required ti 
gain new ground in these markets will tend to increase. i 
industrialised countries, robotisation may result in prolonges 
high levels of unemployment, which must be seen as the socia 
cost of the relative increase in productivity of export-orientec 
industries. This picture suggests that Brazil’s industria 
system cannot find its mainspring for growth in exporting 
Either it recovers its role as developer of the domestic marke 
or it will have to adapt its structure, giving up any hope Co} 
achieving the self-sufficiency necessary for sustaining its ow1 
growth. 

The greater danger which threatens us at the moment is th: 
subordination of industrial policy to balance-of-payment 
problems. However serious they may be, these problems ari 
temporary, and thus must not be allowed to shape the future o 
the country. Nobody is so naive as to believe that Brazil will pay 
its huge foreign debt with modest surpluses from its trad: 
account obtained at the cost of economic stagnation. Thi 
danger is that chasing after this illusion will lead to the forcec 
recycling of industry, with everything subordinated to the goa 
of increasing the competitiveness of certain industries on the 
world market. Such a process would require the few export 
oriented industries to be technologically advanced and wel 
supplied with capital. The creation of jobs per unit of invest 
ment would necessarily fall, which would increase the tech: 
nological diversity in the country to the detriment of socia 
development. What I am saying may seem unrelated to the 
present reality, in which the decisionmaking system is practi 
cally inoperative, and those responsible for economic policy 
concerned only with matters of the moment. But this is not the 
case, for it should be remembered that the two sets of problems 
are interrelated. In the first place, there is the question of how te 
regain control of the situation, to recover the instruments 0 
policy. But, once this has been achieved, the problem of wha 
kind of development to choose as a goal, particularly the role o 
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‘industrialisation in this development, has to be rapidly 
‘resolved. 

| Let us suppose that political developments allowed the 
emergence of a government sufficiently determined to confront 
‘the situation created by the foreign debt problem instead of 
being paralysed by it, as the present authorities have been. And 


| Miternationally a scheme for refinancing and rescheduling the 
| country’s foreign debts, obtaining a grace period during which 
| the country’s affairs could be put in order. The exchange risks 
| attached to all loans would be assumed by the Central Bank, 
i removing this sword of Damocles from over the heads of private 
‘companies and restoring to the government room for man- 
/ oeuvre in the exchange sector. The subsidies which at present 
‘support the export sector would be progressively abolished, 
‘with compensation assured through due modifications in 
/ exchange rates. The system of relative prices would be modified 
to absorb the impact of increased prices for imported inputs and 
) the withdrawal of farm subsidies. The wage scale would have to 
be adjusted, particularly to defend the purchasing power of the 
lowest wages. Thus, a situation would be created in which 
|domestic interest rates could be set independently of those 
/prevailing internationally, and fiscal reforms, which would 
follow the Treasury accounts to be put in order and present 
| glaring injustices to be eliminated, could be carried out. 
_ Once control of the situation had been regained and the main 
“mechanisms through which inflationary pressures spread had 
been brought under control, it would be possible to attack the 
(deep-seated problem of the distortions which debilitate the 
‘economy and constitute the last source of these pressures. What 
‘limits should then be established on the public sector to make its 
/ investments compatible with the country’s capacity for generat- 
ing savings, within an overall framework in which the need both 
_to service the foreign debt and to provide resources for private 
“enterprise i is taken into account? To answer this question, an 
‘overall vision of the economy and a detailed account of the 
‘objectives to be achieved are necessary—in other words, a 
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development plan. The principal ingredient in this plan woulc 
be the direction to be given to the industrial sector, for this 
would determine the style of development: both the rate o 
expansion of the domestic market and the profile of demanc 
within it. 

One priority objective would be to ensure a certain level o! 
imports. This is particularly important in an economy such as 
ours, which needs access to the gamut of technology available 
internationally. But the process of development should not be 
subordinated to the performance of the export sector, or, at least, 
should be protected from the sudden fluctuations which ocew 
in it. The dynamic centre of the economy should remain in thai 
part of industry which serves the domestic market, which 
determines the level of effective demand and the direction 0! 
development. International competitiveness should be sought, 
but in a selective manner, without losing sight of the fact that 
the central aim is to create an authentic industrial system for the 
country. An indiscriminate policy of internationalising oun 
industry would inexorably lead to the destruction of a good part 
of it, as has happened in Argentina. | 

We should not forget that Brazil’s industrial system is still in 
the process of formation. It still lacks many of the qualities ofa 
mature industrial system. Its capacity for growth has been 
amply demonstrated in the last three decades, during which 
period Brazil’s industrial production increased more than 
tenfold. It is true that this growth has not achieved socially the 
results which the population of the country expected, but it will 
not be with the destruction of industry that we shall obtain 
better results. The solution for our social problems lies in 
carrying on with the process of industrialisation. The challenge 
which now lies before us is to so direct it that it benefits the 
whole of the country’s population. 


[The World Economic Crisis and its 


Repercussions in Brazil 

| 

Ne are living through one of those periods of history when the 
legree of uncertainty about the future goes beyond the limits of 
olerance, putting social cohesion at risk and making the task of 
foverning particularly difficult. At times like this, political 
magination—that attribute of democratic societies—becomes 
ndispensable, because the future is increasingly unlikely to 
epeat the past. It is necessary for society to exercise fully its 
Jowers to adapt and renew, which is possible when there exists 
_ deep sense of participation and shared responsibility. 
Criticism must be essentially constructive. Not because we 
re all responsible, as those who have reaped personal benefit 
rom the chaos which has brought us to the present pass like to 
laim. But because it is up to all of us to fight so that the 
1umiliations and injustices of today do not compromise the 
uture of our country. 

_ The complexity of the present phase arises from the fact that 
ve are living through a triple process of crisis. In the first place 
ve are suffering the consequences of a global structural 
nalfunction of the capitalist system, the result of the rapid 
ntegration of national markets which occurred at the time of 
ntense growth between the end of World War II and the first 
ialf of the 1970s. Secondly, we are facing a world financial 
Tisis, or more exactly, a crisis of the world private banking 
ystem, which in the late 1960s began to expand in an 
mprecedented fashion, unchecked by any discipline or control. 

| It is essential to get our ideas clear on each of these processes 
f we wish to understand our present situation and to identify 
he room for manoeuvre which we still have. Above all we must 
‘eep in mind the fact that the world crisis is structural and thus 
annot be treated with monetary and fiscal measures intended 
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to revive demand in the short term. The results of this kind 
measure cannot be lasting, for the mechanisms of intern 
self-regulation in which the policymakers have such confidenc 
have lost much of their effectiveness. | 
Analysts of the present situation do not always take di 
account of the fact that the process of integration of nation 
markets—the main driving force of the period of strong grow 
from 1948-73—did not give rise to the formation of a wor 
economic system but rather a group of large subsystems, who 
interrelations are far from symmetrical. Market integration h 
meant a faster spread of technical progress and the standardis 
tion of consumption patterns, both helping to open ne 
channels for the concentration of capital. The extent 
integration can be seen from the fact that trading between t 
developed capitalist economies grew at twice the rate of the 
aggregate product. This process has taken diverse forms in t) 
large subsystems which comprise the industrialised capitali 
world at the present moment. Thus, the US economy h 
advanced along the path of integration by decentralising part 
its productive system, or, in other words, turning its lar 
companies into transnationals. Thanks to the technologic 
advance which benefited them at an earlier stage, US cor 
panies have obtained a high level of return on their operatio: 
abroad. The counterpart of the transnationals’ high profitab 
ity is that investment in the US has become less attractive. Sin 
the 1960s, this has meant a much higher unemployment ra 
than in other industrialised countries. And more important sti 
productivity in the US has grown at a relatively low rate, whi 
the international competitiveness of its economy had decline 
Another contributory factor has been the growing tendency | 
US companies established abroad to send cheaper produc 
home, or simply to compete advantageously on the US domest 
market. | 
The solution sought for this structural problem was th 
abolition of the gold standard in the form in which it the 
survived, or more precisely, the choice of floating exchans 
rates, to permit the dollar to be devalued sufficiently to mak 
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VS exports competitive again. But the dollar is not only a 
Wational currency. It is also an international currency and the 
serve currency preferred by central banks and companies 
hich act internationally. Thus it was to be expected that the 
emand for dollars outside the US would grow substantially 


kchange rate mechanism from acting as an efficient way of 
ducing the current account deficit in the US balance-of- 


lberations of the leading industrial nation of the capitalist 
orld. The privilege of creating world liquidity allowed the 
alance-of-payments deficits to be financed at zero cost, but the 


ivestment and led to a decline in the competitiveness of US 
kports. This contradiction led to the emergence in the US ofa 
gh level of chronic unemployment, which US economists 
iemselves now define as ‘structural’. 

i Given the nature of the external relations of the US economy, 
fy attempt to expand domestic demand by monetary and 
scal means worsens the disequilibrium in the balance-of- 





tting off a process of growth in world liquidity with wide- 
read inflationary repercussions in other industrialised coun- 
es. The integration of financial markets has made it much 
gore difficult for these countries to apply independent mone- 
#ry policies not of a strictly recessionary nature. 

§ If we look at the recent development of the capitalist system 
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from the point of view of its most dynamic component, Japan, 
we find quite a different picture, one which illustrates the 
unequal relations which make coordinated action so difficult 
The process of international integration of the Japanese 
economy was fundamentally based on the expansion of exports, 
a process which encouraged domestic investments and eventu- 
ally led to a considerable strengthening of the competitiveness 
of Japanese products abroad. As a result, for structural reasons, 
Japan began to run surpluses in its balance-of-payments each 
year. So the country began to occupy a very strong position in 
world financial circles. Its capacity for initiative and competi- 
tiveness in trading were considerably strengthened as a result. 

Lastly, reference should be made to the situation in Western 
Europe, or more particularly the European Economic Com- 
munity (EEC), whose policy of regional integration has for the 
most part been made at the cost of reducing the capacity for, 
internal coordination of the national economies. The Euro- 
peans have an advantage over Japan in their much greater 
self-sufficiency in primary, particularly agricultural, products. 
But the EEC’s inability to take far-reaching initiatives at the 
regional level and the loss of efficiency in the national centres of 
control and coordination, make the EEC the most vulnerable of 
the subsystems, and for that reason the most likely to reverse the 
process of integration. 

In short, the market integration of the capitalist economies 
has not been accompanied by corresponding developments at 
the level of institutions, which explains the present impasse. In 
the area of trade, the GATT has worked efficiently to dismantle 
tariff barriers in trade between industrialised countries. But it 
has also served to diminish the national governments’ indepen- 
dence in decisionmaking. As regards the flow of payments, the 
IMF has lost importance, for its resources have not kept up with 
the increasing value of monetary reserves and the volume of 
international transactions in goods and services. Where capital 
flows are concerned, developments have taken place outside 
any institutional control, which explains why it is in this area 
that the world economic crisis first became apparent. 
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_ The inadequacies of the institutions in coordinating and 
controlling trade and monetary and financial dealings, and the 
unequal relations between the three large blocs which make up 
the present capitalist system, are the main ingredients of the 
world crisis which we are now experiencing. Any attempt at 
reviving economic activities by traditional means tends to 
aggravate the tensions, opening the door to inflation and/or 
recession. This is why forecasts of recovery made by institutions 
like the OECD have been so disappointing. Some specialists 
have given their opinion that a certain degree of coordination of 
‘monetary and fiscal policies by the big industrial nations would 
be sufficient to make the reduction of unemployment compat- 
‘ible with the maintenance of balanced accounts, both internally 
and externally; in other words, it would allow growth to be 
‘resumed without creating excessive inflationary pressures. 
From the outset such coordination would have to be accom- 
panied by discipline in the creation of international liquidity 
and in short-term capital movements, which would require 
important reforms in the international institutions which are 
currently responsible for this area. 

But would this be enough? Different ways of going about 
things, stemming from the different ways in which the markets 
were integrated, still exist. And, as long as the dollar maintains 
its privileged position, neither the trend to relatively lower 
productivity in the US economy, nor the tendency for the US 
‘economy to run current account deficits, will vanish. Moreover, 


areturn to growth in the world economy will not in itself get rid 
of the structural imbalance in trade relations between the EEC 
and Japan. 

_ There is evidence that the present structure is not capable of 


permitting, at the same time, a rate of growth sufficient to 
absorb unemployment and the required equilibrium. The fact is 
that the present recession is not a chance occurrence. It reflects 
a certain political option, in that it demonstrates the repeated 
failure by governments in leading industrial countries to make a 
choice: either to introduce effective reforms in the control and 


‘coordination of their international economic and financial 
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relations, or to reverse the process of integration and to take 
refuge in protectionism. The trend is for present stop-and-go 
policies to be extended, which means long periods of low growth 
rates, with deteriorating terms of trade for primary products 
and a shortage of funds on the world financial market for 
indebted countries. The fatigue which results from this process 
can only strengthen the trend towards neo-protectionism 
among the big blocs. 

Let us now consider the problem of the world financial crisis. 
The technique of lending by commercial banks through offshore. 
branches free of any control by the monetary authorities of the: 
countries to which the banks belong, is one result of the. 
‘transnationalisation’ of economic activities. In this way, bank) 
credit has come to play an important role in the international 
transformation of financial assets. The elimination of interest 
rate risks, which have come to be adjusted periodically in line: 
with the supply of, and demand for, interbank loans, has 
enabled commercial banks, which handle short-term deposits, 
to become involved in medium and long-term operations 
through so-called ‘roll-over’ loans. The elasticity of the supply ' 
of interbank loans and the absence of monetary regulations 
have brought significant reductions in the costs of banking | 
operations. 

This international private banking system went through a 
gruelling process of hypertrophy in the 1970s, as a result of 
various factors. With the sudden increase in oil prices in the’ 
second half of 1973, for the first time a group of countries 
appeared on the world scene with an ample balance-of- 
payments surplus, but no capacity for using the financial 
resources flowing into their coffers. As their imports could not 
grow sufficiently fast, and their financial systems were not 
geared up to make huge investments in productive activities 
abroad, it fell to the recently-created international private 
banking system to take on these resources, in a move which at 
the time was ambiguously called recycling petrodollars. The 
countries from which the resources originally came, those 
whose terms of trade were deteriorating because of the increase 
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in the relative price of oil, resorted to two courses of action. The 


developed capitalist countries sought to recover balance-of- 
‘payments equilibrium by increasing their exports. The Third 
World and socialist countries thought they had found a way out 
‘through foreign indebtedness. In fact the two courses of action 
were complementary, for, while the former group of countries 
boosted their exports, the latter increased their imports. 
_ Everyone was happy: the banks, most of which were new to the 
international scene, had discovered a highly profitable source of 
| business; the developed countries deluded themselves that they 
“were moving back towards balanced external accounts, while 
_ those falling into debt justified their action in that a high level of 
investment was maintained without a reduction in the level of 
consumption. 
_ Ishall not enter into the details of this tragedy or comedy—in 
which everyone believed themselves to be playing the cleverest 
role—which has left us in the present pass. I would just like to 
stress that such an accumulation of errors was only possible 
because of the existence of an international banking system 
operating outside any control. Because the greater part of the 
| money they lend does not belong to them, national banks in all 
_modern economies are subject to strict rules and supervision. 
| The absence of these requirements is the reason why most of the 
banks operating on the international financial market now find 
themselves in a state of virtual bankruptcy. 

But let us not be fooled. This crisis is being conjured up. In 
the past, banks have gone through crises of liquidity and 
insolvency, which provided the impulse for establishing modern 
institutions of control which today exist in all countries. It 
should be borne in mind that the present international banking 
crisis is not the result of recession in the industrialised countries. 

It was created by the policy of indiscriminate lending to 
countries which accepted excessive risks in their investment 
policies and/or opened up their economies. By reducing the 
value of indebted countries’ exports, the recession in industrial- 
ised nations exposed the precariousness of the situation and 
started the avalanche. But an economic upsurge in industrial- 
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ised countries would not be enough to restore balance-of- 
payments equilibrium, With or without recession, the situation 
has become intolerable, because of the increasing number of 
countries which have taken to paying off their current commit- 
ments by taking out new loans abroad. 

The present financial crisis has two aspects: one is the banks, 
which are threatened with bankruptcy, the other the indebted 
countries, which are in a state of virtual or declared insolvency. 
These two problems must be considered separately, for the: 
solutions are to a large extent independent. The banking crisis 
calls for measures which will take effect in the short run. It 
cannot wait for the indebted countries to recover their ability to 
pay what they owe. On the other hand, these countries need 
time to reconstruct their economies and pay off their foreign; 
commitments. The effort at reconstruction would clearly be: 
made easier if the world economy were to recover, but only toa. 
small extent does this recovery depend on the performance of: 
the indebted countries. 

The solution for the international banking crisis requires the | 
cooperation of the central banks in instituting a system of last 
resort lending. This problem first came to the fore ten years ago, | 
when a large German bank deeply involved in international 
business went bankrupt. This led to the setting up of what came : 
to be called the Basle Concordat, named after the Swiss city | 
which is the seat of the Bank for International Settlements 
(BIS), which operates as the auxiliary arm of the central banks 
of the ten largest industrialised capitalist countries, facilitating 
swap arrangements at pre-determined spreads between them. 
At first sight it might seem that the solution lies in widening the | 
BIS’s sphere of activities at the same time as the central banks 
accept responsibility for ensuring that the banks in their 
respective countries deposit part of their international loans 
with them. But two problems arise. The first concerns the 
quality of the banks’ loans, which were built up outside any 
system of controls. This aspect was highlighted in the bank- 
ruptcy of the Milan-based Banco Ambrosiano. Even so, as the 
situation deteriorates further, this difficulty will have to be 
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‘surmounted, and inevitably someone will have to accept 
losses. 

The second problem stems from the fact that most inter- 
national loans are made in dollars; so what is needed is dollar 
liquidity, and the only central bank able to issue dollars is the 
Federal Reserve Board of the United States. In other words, to 
‘institute an effective system for lending of last resort, a 
_wide-ranging swap mechanism linking the other central banks 
with the Federal Reserve must be created. This observation 
alone shows how the present financial crisis is tending to 
strengthen the international position of the US monetary 
authorities. As no system for creating liquidity under inter- 
‘national responsibility has yet been created, or, in other words, 
_as the inadequacies of the Bretton Woods institutions have not 
yet been surmounted, repairs will have to be improvised. As a 
result, undesirable consequences, such as the strengthening of 
the dollar, can be expected. 

Let us look now at the situation of the debt-ridden countries. 
We have already said that a solution to the banking crisis does 
not depend on them, for they cannot create world liquidity. 
What can be hoped is that these countries will reorientate their 
process of development, drawing support from domestic sav- 
ings, and will try to create a surplus in their current accounts in 
order to begin the process of paying off their debts. What 
appears to be happening is that the chaotic state of the 
international monetary system is being used in an unjustifiable 
fashion to extend the functions of the IMF. This body was set up 

to provide help for member countries in temporary difficulties 
in the current account of their balance-of-payments. But since 
the 1950s the IMF has been criticised for attempting to 
categorise all external account imbalances as_balance-of- 
payments problems which can be treated by monetary and 
fiscal measures. Article VI of the Fund’s original statute— 
which has not been modified since then—forbids it from using 
‘its resources to correct imbalances which arise in the capital 
account. And it was for this very reason that the Fund recently 
reacted so strongly when Turkey used the resources it had been 
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lent for paying off bank loans. With these limits on its activities, 
the Fund naturally has not acquired much experience in dealing 
with structural problems, such as those revealed in chronic 
balance-of-payments deficits, or in excessive foreign indebted- 
ness which requires medium and long-term treatment. Indeed, 
what is being attempted violates the Fund’s statutes. Efforts are 
being made to raise resources on the world financial market and 
to give the IMF the power to supervise the economic policies of; 
indebted countries, knowing that it will give priority to the: 
short-term view, at the expense of the long-term. For the body 
was not set up with this aim, nor does it have any experience in 
dealing with medium and long-term policies. Only this lack of, 
experience can explain why it wishes to impose shock treatment 
on a country like Brazil, which suffers from deep structural 
distortions created by years of chaotic investment policies. 

It is blatantly unjust to subordinate the problems of indebted 
countries, with their population of hundreds of millions, to 
the improvised solution being hammered out for the world 
banking crisis. Transforming the IMF into a supervisory body | 
for indebted countries will not in itself correct imbalances in 
capital flows. For the problem here is the old question of the | 
disturbances caused by short-term capital, an issue of such 
concern for the authors of the Bretton Woods Agreement, and 
one which has now been given new life by the floating exchange : 
rate system imposed by the US. The solution to this problem 
requires the reestablishment of control over the capital accounts | 
of the balance-of-payments. To imagine that such control can 
be made unnecessary by attributing new functions to the IMF 
is both illusory and dangerous. Illusory because the mass of 
resources which can now be moved around with extraordinary | 
speed makes the whole system of international support ineffec- 
tive, as the experience of the European Monetary System 
has shown. And dangerous because this supervisory system 
tends to reduce considerably the efficiency of national monetary 
authorites. 

Returning to the case of Brazil, nothing is worse than to lose 
the ability to make one’s own decisions at the moment when a 
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great crisis must be faced. And particularly when this crisis is 


the joint result of grave errors of domestic management and a 
particularly difficult external situation. To say that inter- 


national technocrats cannot be worse than our own is a cynical 
attitude which is irresponsible in view of the importance of the 
issues involved. And to claim that what is being imposed from 
| 
“to fail to understand what is happening. The agreements which 
_are being signed mean surrender—they compromise both our 
present and our future. In the spirit of surrender, Brazil 
negotiated in late 1983 a jumbo loan, carrying extremely 
_ onerous conditions, which was intended to pay the very bankers 
_who were providing it. The resources will be disbursed only 


outside is along the lines of what was going to be done anyway is 


with the IMF’s approval. In similar fashion, the government 


has abdicated control over other fundamental sectors of eco- 


nomic policy. The path we shall tread in the future will be 


-narrowly marked out by international bodies, whose powers 


have been widened to an unjustifiable degree. 
People who are not well-informed about recent developments 


_ say in all good faith that, if we joined the IMF, it was because we 


considered it a useful body, whose services we should utilise. 


| 


But the Fund was created to serve as a second line of reserve to 
deal with temporary problems involving insufficient liquidity in 


member governments’ currencies. These services, which are 
provided in a modest way because of the Fund’s limited 


resources, are fully used by member countries, including those 
which consider themselves to have sole responsibility for 


_ managing their economic policies. It is quite another thing, an 


invention of recent years, to use the enlarged resources now 
supplied. In this case, access to the resources is accompanied by 


_arange of conditions which imply a considerable reduction in a 
-government’s powers to make its own decisions. This is 
' particularly serious because the Fund rigidly applies measures 


drawn from its experience in treating short-term problems. 
The experience which I have acquired in the field of 

development policies and in observing the IMF’s work gives me 

the authority to state that this body does not have the necessary 


I 
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competence to resolve Brazil’s serious crisis. It is not national- 
ism which leads me to make this statement. It is, instead, the 
duty which falls to all citizens, that of defending the interests of 


the society to which they belong by the means at their disposal. I | 


know that the power of those who have only ideas is little. Even 
so, I consider it my duty to exercise that power by expressing my 
thoughts in an unambiguous fashion. 
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Appendix 1 


CHRONOLOGY OF BRAZILIAN HISTORY 


The ‘discovery’ of Brazil by Portuguese explorer Pedro Alvares 
Cabral. 

First sugar mill built in the north-east, marking beginning of 
Brazil’s role as leading sugar exporter. 

Gold discovered in state of Minas Gerais, sparking off gold 
rush. 

Introduction of coffee into Brazil. 

Portuguese royal family, headed by King Joao VI, moves to 
Brazil during Peninsular Wars. 

Joao VI returns to Portugal after Napoleon’s defeat. 

Prince Pedro declares Brazil’s independence and receives title 
of Emperor Pedro I. 

Coffee becomes Brazil’s main export. 

Abolition of slavery. 

Emperor Pedro II dethroned and the republic established. 
Separation of Church and State. 

Brazil declares war on Germany. 

Getulio Vargas comes to power in coup. 

Vargas establishes authoritarian regime called Estado Novo. 
Brazil declares war on Axis powers. 

Brazilian Expeditionary Force sent to Europe, containing 
numerous young officers who were to take power 20 years later. 
Vargas regime deposed by military anxious to reestablish 
democratic government in Brazil. 

Vargas elected president. 

Worried by Vargas’s nationalist policies, military threaten 
coup. Vargas commits suicide. 

Juscelino Kubitschek elected president by an alliance of the two 
parties set up by Vargas—Partido Trabalhista Brasileiro 
(PTB) and the Partido Social Democratico (PSD). 

Rapid growth, with the setting up of car and shipbuilding 
industries, development of steel industry and building of big 
network of roads. Construction of new federal capital, Brasilia. 
Janio Quadros, standing for the conservative Uniao Demo- 
cratica Nacional (UDN), is elected president by large majority, 
Joao Goulart, from the leftish PTB, is elected vice-president. 
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After just seven months in office, Quadros unexpected! 
resigns, Despite military disquiet, Goulart takes over. 


March—In deteriorating economic situation and after growing | 


signs of middle-class discontent with the left-wing rhetoric of 
the government, Goulart is overthrown by military coup. 
Apnl—The three military ministers decree Institutional Act No. 
1, which vests them with power to legislate and to build up the 
framework of an authoritarian State. The Act abolishes direct 
elections for president, establishes that only the president (and 
not Congress) can legislate on financial matters and suspends 
all constitutional guarantees of individual rights for six months, 
The Act is used to punish 2,963 people. General Humberto de 
Alencar Castelo Branco, formerly head of the army general 
staff, is chosen as president. He passes a tough National 
Security law. 

October—Castelo Branco decrees Institutional Act No. 2. It 
abolishes all former political parties and sets up an artificial 
system, with only two legal parties—the pro-government 
Alianga Renovadora Nacional (Arena) and the opposition 
Movimento Democratico Brasileiro (MDB). 

Planning minister Roberto Campos imposes harsh economic 
squeeze and carries out basic reforms. 

March—General Arthur da Costa e Silva, war minister under 
Castelo Branco, becomes president. Antonio Delfim Neto 
becomes finance minister, a position he is to hold until 
1974. 

Large student demonstrations, reemergence of the labour 
movement and first public criticisms of the government by the 
bishops of the Catholic Church. 

December—Costa e Silva decrees Institutional Act No. 5, the 
most repressive of the new Acts, and uses it to close down 
Congress. 

The economy emerges from recession. First of five years of high 
growth rates, of about 10 per cent, known as Brazil’s ‘economic 
miracle’. 

August—Costa e Silva is taken ill and government is taken over 
by military junta. General Emilio Garrastazu Médici is chosen 
as new president. 

Period of highly authoritarian government. Urban guerrilla 
groups become active, capturing Burke Elbrick, the US ambas- 
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special repressive units, such as Operacao Bandeirantes 
(Oban). 
March—General Ernesto Geisel becomes president. The new 
finance minister, Mario Henrique Simonsen, carries out heavy 
investments in steel, capital goods, hydroelectric power and 
roadbuilding. 
October—Journalist Vladimir Herzog dies under torture at 
Oban headquarters. 
January—Geisel asserts control over military heirarchy by 
sacking hard-liner General Ednardo D’ Avila Mello, comman- 
der of the second army based in Sao Paulo. 
Under the guidance of his top adviser, General Golbery do 
Couto e Silva, Geisel begins a cautious process of political 
liberalisation, to be known later as ‘abertura’ (opening). 
May—After ten-year lull, labour movement reemerges with 
important strike among car workers in Sao Paulo’s industrial 
suburbs. 
March—General Joao Baptista Figueiredo takes office as presi- 
dent. 
August—Planning minister Mario Henrique Simonsen resigns. 
He is replaced by Anténio Delfim Neto, who in this way begins 
his second term as economic supremo. 
November—As part of ‘abertura’, the artificial two-party system 
is abolished. Six new parties are formed, the most important of 
which are—the Partido Democratico Social (PDS), which 
becomes the new pro-government party, taking over from 
Arena; the Partido do Movimento Democratico Brasileiro 
(PMDB), the new form of the MDB, which continues to be by 
far the largest opposition party; and the Partido dos Trabalha- 
dores (PT), the workers’ party, set up by Luis Ignacio da Silva, 
known as Lula, formerly president of the Sao Bernardo 
car-workers union, and other independent trade unionists. 
January—Finance minister Karlos Rischbieter resigns, after 
criticising the government for allowing the foreign debt to 
snowball out of control. He is replaced by Ernane Galvéas, the 
central bank governor. Carlos Langoni goes to the central bank. 
May—Military occupy industrial suburbs of Sao Paulo to end 
massive carworkers’ strike. 
1 May—Bomb explodes prematurely at Riocentro, a convention 
hall in Rio, where a left-wing May Day celebration is due to be 
held later. An army sergeant, holding the bomb, is killed. 
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Evidence suggests that bomb was being planted by one of th 
army’s repressive squads. Despite public outery, no proper 
investigation is held, 

August—General Golbery resigns as top government aide. He is 

replaced by jurist Joao Leitao de Abreu. Electoral reform 

package, geared to improving the PDS’s electoral chances, is 

passed, 

Seplember—Figueiredo has a heart attack and goes to USA for 

treatment. Vice-president Aureliano Chaves takes over 

temporarily. 

November—Elections for Congress, state governors and munici- 

pal councillors. Opposition parties together win 57 per cent of 
the vote for Congress, but, largely because of the skewed 

electoral system, they obtain only a tiny majority of the seats in 

the Chamber of Deputies. The pro-government PDS continues 

with a large majority in the Senate. The PDS wins 12 state 

governorships; the opposition parties, 10. 

December— After facing very severe liquidity problems in Sep- 

tember and October, the government finally turns to the IMF 

and announces the rescheduling of the foreign debt. 





January—First letter of intent sent to IMF. Four-part rescue 


package negotiated with commercial banks. 


June—Brazil fails its performance test, so IMF refuses to 


disburse agreed tranches of loan. Commercial banks follow suit. 
Brazil is unable to repay bridging finance conceded by Bank for 
International Settlements. Second letter of intent is abandoned 
before it is completed. 

September—Third letter of intent is agreed with IMF, so frozen 
tranches of loans are finally disbursed. 

November/December— Protracted negotiations over $11bn rescue 
package are not completed, so Brazil ends year with $3bn 
balance-of-payments deficit and heavy arrears in payments of 
interest and imports. 


1984 January—Rescue package finally signed. 


February—Talks begin on fourth letter of intent, as Brazil is 
clearly unable to keep to third letter. Inflation is running at very 
high rate of about 11 per cent a month. Government becomes 
increasingly isolated, as more and more sectors criticise its 
economic policies. Opinion polls show that vast majority of 
Brazilians want direct elections to choose president to take over 
from Figueiredo in March 1985. Series of massive demonstra- 
tions in favour of direct elections is held all over Brazil. 
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THE EMERGENCE OF THE FOREIGN 
DEBT CRISIS 







In the mid-1970s, the Brazilian government believed that it had found 
ashort-cut to full industrialisation. By relying on foreign borrowing, it 
thought it could avoid the painful process of building up domestic 
| savings, a course of action which would have been particularly difficult 
i for the Brazilian government as it, would have inevitably hurt the 
} interests of the big landowners and top industrialists, the regime’s 
_ strongest supporters. 

The pitfalls in the short run did not appear in these early days, for, 
| thanks to the large US balance-of-payments deficits and petrodollars, 
money was cheap and abundant on the world financial market. 
Interest rates were lower even than world inflation, so that it seemed 
_ that part of the big foreign debt that Brazil was accumulating would be 
_ eroded through negative interest rates. 

_ However, serious difficulties began to emerge in the late 1970s. First 

_ of all, world interest rates rose spectacularly. As about 70 per cent of 
_ Brazil’s debt was contracted at floating interest rates, this greatly 

increased the debt servicing burden. Secondly, Brazil’s terms of trade 

(that is, the unit price of exports compared with the unit price of 
imports) turned heavily against the country in 1978, sparking off a 

| deterioration which was to last until the present day. Together these 

| two developments changed the foreign debt from being an acceptable 

| price to pay for high economic growth into an unbearable burden. 

A study carried out by a Brazilian economist at the end of 1982 
highlighted the problem. It showed that the deterioration in the 
country’s terms of trade in the five-year period 1978-82 had cost the 
country $32bn. More explicitly, if Brazil had traded all its 1978-82 
volume of goods and services at the favourable terms of trade operating 
in 1978, it would have enjoyed an accumulated trade surplus of about 
_ $25.7bn, instead of the deficit of $6.3bn it in fact suffered. Similarly, if 

Brazil had paid throughout the period the low level of interest charged 

in 1978, it would have saved $15.5bn (or more, in fact, because its debt 

would not have risen as quickly as it did). To sum up, at least 
$47.5bn—about half of Brazil’s total foreign debt—was accumulated 
as a result of the deterioration in the conditions for Brazil on the world 
market, factors which were completely outside the country’s control. 
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By the early 1980s, the foreign debt was snowballing out of control 
Interest payments rose from $2.7bn in 1978 to $11.4bn in 1982. The 
debt servicing ratio (that is, the ratio of the joint outlay on interest and” 
debt repayments to export earnings) rose from 33 per cent in 1974 to 7] 
per cent in 1979 and to an unprecedented 97 per cent in 1982. It is 
widely recognised by economists that 30 per cent is the highest 
acceptable level. Although the Falklands war and the Mexican debt 
scare may have frightened bankers away from Latin American 
borrowers and thus speeded up events, it is clear that Brazil’s debt had 
become unmanageable and that, sooner or later, the country was going 
to become insolvent. 

It is widely recognised today that economists like Celso Furtado 
were right when they called on the government to reschedule in 1980 or 
1981. If the government had heeded their advice, it would have faced 
its creditors with money still in its coffers and thus ina relatively strong 
position. As it was, at the behest of President Joa Baptista Figueiredo, 
planning minister Antonio Delfim Neto used all the tricks of his trade to 
reach the end of 1982 without either formally defaulting or turning to 
the IMF for assistance. Figueiredo’s insistence in postponing the day of 
reckoning stemmed from his determination to win the elections in 
November 1982. The government had always played down the debt 
crisis and Figuei iredo was afraid of the damaging effect on the 
government's credibility of a debt rescheduling. 

No sooner were the elections over, however, than Delfim had to bow 
to the inevitable and reschedule. However, he insisted that Brazil was 
facing no more than a short-term cash shortage and negotiated 
accordingly with the IMF and the commercial banks. In January 1983 
he agreed a four-part package with the commercial banks. It consisted 
of: a $4.4bn loan, repayable in eight years, with a 30-month grace 
period, to be disbursed in various tranches during 1983; the reschedul- 
ing of $4.7bn in public sector debt repayments falling due in 1983; the 
maintenance of trade-related credit lines worth $8.8bn; and the 
renewal of interbank credit lines worth $10bn. It was linked to an IMF 
loan of $4.9bn, to be disbursed in various tranches over a three-year 
period. The whole rescue package was dependent on Brazil success- 
fully carrying out an IMF-approved austerity programme outlined in 
the government’s first letter of intent to the IMF. 

The rescue package had several basic flaws. The deal with the 
commercial banks, which was hastily assembled to prevent a formal 
Brazilian default, was ill-assorted. It relied too heavily on trade-related 
loans and on inter-bank credit, assuming in a highly unrealistic fashion 


. 
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‘that the bankers would voluntarily keep them at their record level of 
June 1982, despite the enormous change in the bankers’ perceptions of 
Brazil in the ensuing months. In its turn, the IMF-approved austerity 
plan contained incompatible objectives, such as the simultaneous 
abolition of subsidised credit and a reduction in inflation. 

_ However, the main drawback to the rescue package was its blatant 
inadequacy in the face of Brazil’s enormous problems. It assumed that 
Brazil was facing a temporary cash shortage and that the crisis would 
be resolved by bailing the country out for a few months. But even a 
quick glance at Brazil’s balance-of-payments projections for 1983 
‘should have shown that bankers that this was not the case. According 
to the government’s own figures, Brazil was facing a likely services 
deficit of $14bn ($9.7bn in interest and $4.3bn in other services, such as 
freight). It was also due to make debt repayments of $10bn. In all, it 
had a foreign resource requirement of about $24bn. To cover this, it 
hoped for a trade surplus of about $6bn—6.5bn and net foreign 
investment of about $500m. In all, Brazil faced a shortage of about 
-$17bn. In theory, the rescue package could have provided about half of 
the required resources. In practice, it would supply much less, as most 
of the resources due to be disbursed in the commercial loan were 
earmarked for settling arrears accumulated in 1982. 

_ Moreover, the rescue package failed to address the central problem, 
which is simply that Brazil’s debt has become unmanageable. 
However strenuous its efforts, Brazil cannot generate enough resources 





to pay its annual services deficit. Even if the commercial banks had 
_ provided enough finance to cover Brazil’s obligations—as they did in 
1981 and, eventually, in 1982—the underlying problem would not have 
been resolved. Brazil’s debt would have merely snowballed on, adding 
to the problems to be faced in the following year. As some economists 
repeatedly pointed out at the time, the only long-term solution would 
have been some scheme by which interest payments were held down to 
a realistic level. _ ile 
As it was, Brazil’s basic problem of insolvency was obscured by other 
developments. Brazil ‘failed’ its IMF test for the first quarter of 1983. 
As a result, neither the IMF nor the commercial banks would disburse 
the remaining tranches of the agreed loans and Brazil was unable to 
make the arranged repayments, including the one due to the Bank for 
International Settlements. Brazil’s arrears grew alarmingly. The 
"pressure was temporarily eased in October when the IMF finally 
approved Brazil’s third letter of intent and the frozen tranches were 
finally disbursed. 
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By then, however, it was abundantly clear that the rescue package 


had been inadequate. Brazil began negotiations for another salvage 
plan, theoretically to carry it through to the end of 1984, although once 
again almost all the resources would be required to pay off arrears. The 
new rescue package, which consisted of a new $6.5bn loan from the 
commercial banks and an agreement to roll over debt repayments 
worth $5.3bn, was again quite inadequate. The government’s projec- 
tions suggest that in 1984 Brazil will run a services deficit of $15bn 
($10.8bn in interest and $4.2bn in other services) and face debt 
repayments of $7.9bn. Altogether, it has a foreign 1esources require- 
ment of $23bn. The government hopes to boost the trade surplus to 
$9bn, although most observers believe this to be an unrealistic target. 
By March 1984, bankers were privately admitting that Brazil would 
soon be back on the market, cap in hand. 

These ineffectual reschedulings have greatly damaged Brazil’s 
credibility abroad and are creating severe strains in Brazilian society. 
Both of the rescue packages have been conditional on IMF-approved 
austerity programmes, which have demanded enormous increases in 
the trade surpluses. As world trade has been stagnant, these have only 
been achieved through a drastic curtailment in imports. Imports fell 
from $23bn in 1980 to $15.4bn in 1983. After rising rapidly in the 
1970s, exports have stabilised, reaching $20.1 bn in 1980 and $21.9bn 
in 1983. 

As a result, the country has been plunged into violent recession. 
Economic output fell 5.8 per cent in 1981, 1.1 per cent in 1982 and 3.5 
per cent in 1983. The impact on industry has been particularly savage. 
The industrial output of Sao Paulo State, the heartland of Brazilian 
industry, was 18 per cent lower in 1983 than in 1980. Although there 
are no reliable statistics, itis clear that such a decline in output must be 
reflected in much higher levels of unemployment, particularly as the 
population is still growing by 2.6 per cent. As Brazil has no social 
welfare system, prolonged unemployment can mean starvation for the 
poorer sectors. Over the last couple of years, groups of hungry families 
have broken into supermarkets all over Brazil to obtain basic 
foodstuffs. The spectre of a widespread collapse in social order has 
begun to haunt Brazil’s middle classes. 

Increasingly, people from all sectors of society have become critical 
of the IMF’s policies. They claim that the recession is bringing chaos to 
the country, but appears to be doing little to resolve the debt crisis. 
People are questioning the government’s bland assertion that there is 





no alternative to the IMF recipe. In these circumstances, the 
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arguments presented by Celso Furtado, which show that other options 
are available, not only make a valuable contribution to the economic 
debate over development, but play an important role in the political 
battle which is currently being fought over the country’s future. 
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Figure | 
The Snowballing Foreign Debt 
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Figure 2 
Brazil’s Gross Domestic Product, 1970-83 
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Figure 3 


The Growing Burden of the 
Foreign Debt 
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Figure 4 


Struggling to Boost the 
Trade Surplus 
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Figure 5 


The Severe Slump in 
Brazil’s Terms of Trade 
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